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LONGSTANDING  GOVERNMENT 
PERFORMANCE  ISSUES 


WEDNESDAY,  SEPTEMBER  13,  1995 

House  of  Representatives, 

Committee  on  the  Budget, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice,  at  10:39  a.m.,  in  room 
210,  Cannon  House  Office  Building,  Hon.  John  R.  Kasich  (chair- 
man of  the  committee)  presiding. 

Members  present:  Representatives  Kasich,  Hobson,  Walker, 
Kolbe,  Shays,  Herger,  Miller,  Lazio,  Franks,  Smith  of  Michigan, 
Inglis,  Nussle,  Hoekstra,  Largent,  Brownback,  Sabo,  Stenholm, 
Mink,  Orton,  Pomeroy,  Woolsey,  Roybal-Allard,  Meek,  Rivers, 
Doggett,  and  Bass. 

Chairman  Kasich.  The  committee  will  come  to  order. 

First  of  all,  I  want  to  welcome  everybody  back  from  the  August 
work  period,  and  I  hope  everybody  had  a  chance  not  just  to  work, 
but  to  have  some  fun  as  well. 

I  want  to  welcome  today  Mr.  Bowsher,  the  Comptroller  General 
of  the  United  States,  to  talk  about  essentially  a  series  of  concerns 
that  they  have  had  over  an  extended  period  of  time  about  the  gen- 
eral difficulties  that  we  have  inside  the  operations  of  the  Govern- 
ment of  the  United  States.  And  what  I  will  tell  you  is  that  we  hope 
that  this  will  become  a  series  of  hearings  where  we  can  look  in  a 
very  serious,  consistent  and  dogged  way  at  beginning  to  under- 
stand which  programs  make  sense,  which  ones  do  not. 

If  you  just  look  at  the  total  number  of  programs  we  have  in  the 
Federal  Government — and  somebody  just  put  another  list  together 
for  me — and  sometimes,  of  course,  it  is  kind  of  hard  to  group  these 
things  together,  but  we  have  342  economic  development  programs, 
163  employment  and  training  programs,  90  early  childhood  pro- 
grams, 71  departments  and  agencies  duplicating  Commerce,  46  at- 
risk/delinquent  youth  programs — and  the  list  goes  on.  But  it  is  not 
just  about  duplication;  it  is  about  a  fundamental  meltdown  in  some 
of  the  operations  of  the  Federal  Government,  and  Mr.  Bowsher  is 
here  today  to  give  us  a  report  and  to  take  questions,  and  I  want 
to  welcome  him  here.  He  has  been  a  long-time  friend  of  mine,  and 
even  when  our  party — my  party — at  times  wanted  to  have  the  scalp 
of  Mr.  Bowsher,  I  went  out  there  to  do  what  I  could  to  defend  him, 
because  I  think  the  GAO  has  done  overall  a  very  good  job  of  treat- 
ing people  equally  and  being  able  to  come  up  with  some  very  good 
information. 

I  will  now  turn  to  Mr.  Sabo  for  his  opening  statement. 

(1) 


Mr.  Sabo.  Thank  you,  Mr.  Chairman,  and  welcome  to  the  com- 
mittee, Mr.  Bowsher.  Mr.  Chairman,  welcome  back.  I  hope  you  had 
a  good  August  and  a  good  recess. 

We  are  always  interested  in  how  we  can  make  the  Federal  Gov- 
ernment work  better,  how  we  can  make  our  programs  more  ac- 
countable. I  expect  that  is  always  a  goal,  and  it  will  never  dis- 
appear as  one  deals  with  any  large  institution. 

But  at  the  same  time,  as  we  look  at  the  problems  of  running  pro- 
grams, I  also  hope — and  I  do  not  know  to  what  degree  your  agency 
looks  at  the  long-term  impact  of  programs  that  have  a  very  positive 
impact  in  our  country.  I  had  a  couple  of  experiences  lately.  I  toured 
one  neighborhood  in  my  district,  which  is  Minneapolis,  a  neighbor- 
hood very  close  to  downtown  which,  in  many  traditional  senses,  one 
would  expect  to  be  a  neighborhood  in  decline,  and  it  is  not;  it  is 
a  community  that  has  very  vigorous  community  involvement  of 
residents  and  is  still  a  very  good  place  to  live. 

As  I  visited  with  people  in  that  neighborhood,  they  traced  much 
of  the  fact  that  it  is  still  a  vital  neighborhood  to  Federal  programs 
from  the  early  sixties  that  led  to  modernization,  revitalization.  The 
residents  in  that  community  fortunately  were  able  to  overturn  a 
decision  to  build  a  freeway;  instead  of  being  a  freeway,  some  of  that 
land  went  for  building  some  new  housing.  But  systematically,  what 
the  State  and  local  government  are  doing  as  a  supplement  to  long- 
term  Federal  programs  is  what  has  kept  that  a  vital  neighborhood. 

On  Monday,  I  was  in  a  suburban  community,  an  older,  inner  ring 
suburb,  touring  some  new  housing — some  of  it  private,  some  of  it 
being  built  because  of  the  Community  Development  Block  Grant 
Program  [CDBG].  It  is  a  community  that  needs  to  continually  revi- 
talize its  housing.  Clearly,  a  part  of  why  that  is  happening  is  Fed- 
eral programs,  supplemented  with  local  programs,  and  other  times, 
supplemented  by  nonprofit  and  private  funding. 

So  I  hope  that  as  we  look  at  how  programs  work,  we  also  take 
a  look  at  the  long-term,  very  positive  impact  Federal  programs 
have  had  in  maintaining  communities  in  our  country.  We  often 
focus  on  the  negative,  but  I  hope  we  will  also  keep  in  mind  the 
many  very  positive  things  and  the  long-term  impact  that  Federal 
programs  have  had  on  maintaining  our  struggling  communities  and 
truly  spurring  significant  private  expenditures  as  those  govern- 
ment expenditures  were  made. 

I  look  forward  to  Mr.  Bowsher's  comments,  and  I  am  sure  I  will 
have  additional  questions. 

Chairman  Kasich.  Thank  you  very  much,  Mr.  Sabo. 

Mr.  Bowsher. 

STATEMENT  OF  CHARLES  A.  BOWSHER,  COMPTROLLER  GEN- 
ERAL OF  THE  UNITED  STATES,  UNITED  STATES  GENERAL 
ACCOUNTING  OFFICE 

Mr.  Bowsher.  Thank  you  very  much,  Mr.  Chairman,  Mr.  Sabo, 
and  other  members  of  the  committee. 

First,  let  me  say  that  I  am  very  pleased  at  this  time  that  there 
seems  to  be  general  agreement  on  the  need  to  reduce  the  deficit. 
Since  1990  we  have  issued  reports  calling  attention  to  how  large 
the  deficit  and  the  debt  were  getting,  and  pointing  out  that  this 
was  unsustainable  if  you  looked  at  our  overall  economy. 


As  we  begin  to  bring  the  budget  deficit  down,  I  think  it  is  impor- 
tant to  look  at  the  performance  of  programs. 

This  is  important  because  you  do  not  want  to  end  up  with  a 
smaller  budget  made  up  of  too  many  programs — each  with  too  few 
resources.  Felix  Rohatyn  observed  recently  in  an  article  that,  when 
New  York  City  faced  a  very  serious  problem  back  in  the  mid-seven- 
ties, they  solved  it  without  undertaking  any  fundamental  reform  in 
the  role  of  city  government.  Unfortunately,  as  a  result  they  are 
back  facing  some  of  the  same  serious  problems  at  this  point  of 
time. 

If  you  look  at  the  private  sector,  too,  you  see  the  same  situation. 
Some  corporations  can  reengineer  and  reconstruct  themselves — I 
think  General  Electric  currently  is  a  good  illustration  of  that — but 
others  have  a  very  difficult  time.  I  know  that  when  I  started  to 
take  GAO  into  a  total  quality  management  program  in  1991,  I  had 
a  management  meeting,  and  I  took  to  that  management  meeting 
the  list  of  the  Fortune  500  in  1921,  exactly  the  year  that  GAO  was 
founded,  and  pointed  out  how  few  of  those  companies  were  still  in 
the  Fortune  500.  In  other  words,  these  were  the  companies  that 
had  been  on  top  but  that  over  the  years  had  not  been  able  to 
reengineer  or  reform  themselves  to  meet  the  different  conditions, 
and  therefore,  they  passed  on  from  the  scene,  you  might  say. 

In  each  of  the  last  2  years,  GAO  has  issued  a  report  identifying 
potential  weak  claims  in  the  budget.  We  organized  these  weak 
claims  along  three  themes.  The  first  theme  was  reassessing  the  ob- 
jectives of  programs  and  operations  based  on  either  persistent  per- 
formance problems  or  where  they  had  successfully  completed  the 
mission  but  still  continued  on.  The  second  theme  was  improving 
targeting  of  resources  to  those  beneficiaries  with  the  greatest 
needs.  And  the  third  theme  was  improving  efficiency  in  the  way 
programs  are  structured,  delivered,  or  managed.  Let  me  just  dis- 
cuss a  couple  of  examples  of  each  of  these. 

Look  at  the  Department  of  Energy's  mission.  Its  main  mission  for 
many  years  was  nuclear  weapons,  and  the  Department  developed 
a  large  number  of  plants  and  organizations  throughout  the  country 
and  a  large  number  of  labs  to  do  the  research.  Gradually,  the  mis- 
sion has  changed  to  where  we  are  not  building  the  weapons  any- 
more, but  we  have  huge  environmental  cleanup  problems,  and  we 
are  looking  for  some  changes  in  the  mission  of  those  labs. 

We  have  thousands  of  people  working,  both  for  the  government 
and  as  contractors  and  we  spend  billions  of  dollars.  This  is  an  area 
where  Congress  and  the  executive  branch  have  to  decide  what 
should  be  the  mission  of  the  future.  We  issued  a  report  recently  on 
what  some  people  think  are  the  essential  roles  and  how  the  De- 
partment should  evolve  into  a  different  organization  than  it  has 
been  historically. 

Agricultural  commodity  programs  are  another  example.  The  Con- 
gress has  recently  discontinued  the  honey  and  mohair  programs, 
but  we  have  other  programs  now  that  are  being  reviewed  by  the 
Congress  that  I  think  need  a  very  serious  look.  GAO  has  issued  re- 
ports on  the  peanut  program,  the  sugar  program,  the  rice  program, 
and  of  course,  the  dairy  allotment  program.  These  are  programs 
that  now  should  be  examined  to  determine  what  their  role  and  mis- 
sion are  and  whether  they  should  be  phased  out. 


The  food  aid  program  under  Public  Law  480,  title  I  is  another 
example.  The  objective  was  to  develop  markets  for  the  United 
States  agriculture  program  and  to  help  developing  countries.  But 
in  GAO's  reviews  we  have  found  no  credible  studies  that  were  able 
to  link  these  title  I  programs  to  those  two  objectives. 

And  my  final  example  under  Theme  1  is  Amtrak.  We  created 
Amtrak  in  1971  for  passenger  rail.  There  was  a  major  effort  in  the 
Congress  at  that  time — ultimately  becoming  the  Staggers  Act — and 
the  United  States  has  one  of  the  finest  freight  traffic  systems  in 
the  world.  But  it  is  going  to  take  a  great  deal  of  taxpayer  money 
if  we  are  going  to  continue  the  Amtrak  that  we  created  in  1971. 

Therefore,  now  is  the  time  to  look  to  see  if  we  should  modify  that 
route  system  that  we  set  up  in  1971.  Should  there  be  a  concentra- 
tion on  the  corridors?  Should  it  eventually  be  privatized?  Either 
would  probably  take  some  major  investment.  I  served  on  the  USRA 
Board  in  the  early  1980's,  and  we  worked  out  a  plan  for  Conrail, 
which  eventually  was  privatized  and  which  has  been  very  success- 
ful. 

These  are  just  four  examples  under  Theme  1  that  have  either 
substantially  achieved  their  missions  or  where  there  are  serious 
performance  problems. 

The  second  theme  is  redefining  beneficiaries — in  other  words, 
better  targeting.  A  good  example  here  is  the  community  develop- 
ment block  grant  [CDBG],  where  the  principal  purpose  is  to  assist 
low-  and  moderate-income  communities.  A  recent  examination  indi- 
cated that  Greenwich,  CT,  received  more  CDBG  money  per  person 
in  poverty  than  Camden,  NJ,  even  though  Camden  had  a  10-times 
greater  poverty  population. 

Another  example  is  USDA's  market  promotion  program,  where 
funds  to  subsidize  efforts  to  expand  export  markets  for  U.S.  agri- 
culture products  by  financing  such  activities  as  advertising, 
consumer  promotion,  and  market  research.  But  some  of  the  compa- 
nies receiving  these  funds  are  very  large,  well-known  companies 
with  large  advertising  budgets  and  market  research  staffs,  and  the 
question  arises  whether  these  companies  should  continue  to  receive 
Federal  subsidies. 

We  have  the  industrial  development  bond  program,  which  are 
tax-exempt  bonds  issued  by  State  and  local  governments.  When 
GAO  went  out  to  look  at  those,  obviously,  some  had  worked  well, 
but  when  we  reviewed  68  projects,  developers  told  us  that  about  60 
percent  could  have  been  undertaken  without  that  exempt  financ- 
ing. 

We  issued  a  report  recently  concluding  that  the  children's  vac- 
cine program  needs  to  be  better  targeted.  This  is  a  program  that 
just  got  started  recently  on  the  assumption  that  a  lot  of  children 
out  there  need  to  be  immunized  and  vaccinated.  But  we  found  that 
many  have,  and  so  what  we  are  recommending  is  that  there  be  a 
more  focused  program  there. 

The  third  theme  is  improving  efficiency.  We  have  reported  that 
there  are  over  160  Federal  employment  and  training  programs 
spread  across  15  departments  and  agency.  Many  of  these  programs 
work  well,  but  for  others  we  have  a  hard  time  finding  out  whether 
they  are  effective  and  efficient.  Taking  a  good  look  at  possible  con- 
solidation seems  very  appropriate. 


Medicare  claims  is  another  area.  We  have  a  fair  amount  of  fraud 
and  abuse  in  this  area.  Controls  to  detect  questionable  billing  prac- 
tices are  weak.  This  is  an  area  that  certainly  needs  to  be  looked 
at. 

Information  technology  is  another  area  ripe  for  examination. 
From  agency  numbers,  it  looks  like  we  have  spent  about  $200  bil- 
lion over  the  past  12  years,  and  we  have  gotten  very  little  out  of 
it.  Some  of  the  biggest  information  projects,  like  the  FAA,  the 
weather  system,  the  IRS,  have  not  been  successful.  We  recently  is- 
sued a  best  practices  report,  and  I  think  Senator  Cohen  has  some 
pending  legislation  that  would  modernize  the  approach  the  govern- 
ment would  take  to  some  of  this  information  technology. 

The  Department  of  Defense  financial  management  systems  are  in 
terrible  shape,  unfortunately.  In  doing  our  audits  of  the  Air  Force 
and  the  Army — and  now  the  Navy — we  have  come  up  with  some 
very  major  problems.  These  are  areas  that  we  must  get  modernized 
and  cleaned  up;  areas  where  we  have  to  have  the  ability,  of  course, 
to  pay  bills  properly,  and  it  is  amazing  how  poor  of  a  job  we  are 
doing  currently. 

There  are  steps  that  give  me  encouragement:  the  recent  passage 
of  the  CFO  Act,  the  Government  Management  Reform  Act  and  the 
Government  Performance  and  Results  Act.  There  will  be  annual 
audits  of  the  24  largest  agencies  of  the  government,  which  I  think 
is  long  overdue;  we  are  going  to  have  some  reporting  on  program 
performance  by  agencies.  I  have  urged  the  Congress  to  consider  an- 
nual oversight  hearings  on  major  departments  to  find  out  how  well 
their  major  programs  are  doing,  how  well  they  are  dealing  with  the 
high-risk  problems,  and  whether  they  have  a  clean  opinion  on  their 
financial  audit. 

Now,  I  think  no  discussion  of  Federal  budget  problems  would  be 
complete  without  mentioning  two  large  areas:  health  care  and  de- 
fense. Health  care,  as  we  pointed  out  in  our  1990  report  on  the 
budget  deficit,  is  the  big  driver  on  the  domestic  side  of  the  budget. 
So  the  review  that  Congress  is  now  giving  to  Medicaid  and  Medi- 
care is  essential.  We  testified  before  this  committee  back  in  March 
on  Medicaid.  We  are  about  to  issue  a  report  on  Arizona  that  indi- 
cates, as  Congressman  Sabo  pointed  out,  the  State  has  a  program 
that  seems  to  be  working  quite  well.  But  in  other  parts  of  the  coun- 
try, the  trend  line  in  Medicaid  is  double  the  rise  of  inflation  in  the 
general  economy,  and  we  have  to  be  looking  at  some  options  to 
bring  that  under  control. 

Medicare  is  also  growing  rapidly.  I  think  that  what  the  Congress 
finally  decides  in  the  health  care  area  will  to  a  great  extent  deter- 
mine whether  we  are  successful  in  bringing  down  the  deficit  fur- 
ther. 

Defense  has  somewhat  plateaued  at  $250  billion  a  year.  I  think 
we  should  recognize  that  that  is  $1  trillion  every  4  years.  One  of 
the  problems  I  see  in  defense  is  the  share  going  to  infrastructure. 
When  they  did  the  Bottom-Up  Review  a  couple  years  ago,  they 
pointed  out  that  $160  billion  of  the  $260  billion  is  in  the  infrastruc- 
ture— that  is  about  60  percent  of  the  budget.  If  they  are  not  suc- 
cessful in  bringing  that  down,  then  there  will  be  a  real  question  as 
to  how  you  finance  the  new  modern  weapon  systems  which  are 
going  to  be  needed  in  the  latter  part  of  this  century.  We  already 


start  with  about  a  $150  billion  problem  of  having  too  much  pro- 
gram in  the  outyears. 

This  means  that  the  logistics  and  the  overhead  and  the  infra- 
structure of  the  Defense  Department  must  be  worked  on  if  we  are 
going  to  have  a  defense  program  we  can  afford. 

In  conclusion,  I  note  that  most  people  are  now  in  agreement  that 
if  we  are  to  balance  the  budget,  we  need  to  be  sure  what  govern- 
ment programs  we  keep  work  well.  It  is  not  easy  to  achieve,  as  I 
pointed  out  earlier.  In  the  private  sector,  many  companies  have  not 
been  as  successful  as  a  lot  of  people  in  government  automatically 
assume.  In  the  public  sector,  we  have  to  try  and  try  very  hard.  I 
remain  somewhat  optimistic. 

GAO  has  gone  through  three  evolutions  in  its  history,  since  1921, 
of  changing  and  reengineering  itself.  We  are  currently  doing  that, 
and  I  think  it  can  be  done. 

Chairman  Kasich.  Wrap  up;  you  should  wrap  up,  Chuck,  right 
now.  You  should  wrap  up. 

Mr.  BowSHER.  OK,  I  am  right  at  the  end.  As  we  bring  down  the 
deficit  we  should  use  these  themes — to  examine  programs. 

Mr.  Chairman,  that  concludes  my  prepared  statement,  and  we 
would  be  happy  to  take  any  questions. 

[The  prepared  statement  of  Mr.  Bowsher  follows:] 

Prepared  Statement  of  Charles  A.  Bowsher,  Comptroller  General  of  the 

United  States 

Deficit  Reduction:  Opportunities  to  Address  Longstanding  Government 
Performance  Issues 

Mr.  Chairman  and  members  of  the  committee,  I  am  pleased  to  be  here  today  to 
open  a  series  of  hearings  presenting  GAO  work  that  suggests  both  the  compelling 
need  to  continue  to  reduce  annual  deficits  as  well  as  opportunities  to  improve  the 
performance  of  government  concurrent  with  downsizing  initiatives.  My  observations 
are  drawn  from  a  wide  range  of  GAO  work  evaluating  the  effectiveness  of  Federal 
programs  and  operations  over  recent  years.  Taken  as  a  whole,  our  work  identifies 
opportunities  to  target  cuts  on  programs  with  perennial  performance  problems  or 
excessive  costs  while  making  wiser  investments  in  people  and  systems  to  improve 
the  effectiveness  of  the  programs  and  operations  that  remain. 

As  you  know,  continuing  large  deficits  pose  significant  long-term  economic  and  fis- 
cal consequences  for  our  Nation.  The  aging  of  America's  population  threatens  to  con- 
vert today's  fiscal  comcmitments  into  economically  unsustainable  burdens  that  may 
very  well  undermine  the  future  economic  well-being  of  the  Nation.  Conversely,  shift- 
ing fiscal  policy  paths  to  eliminate  these  deficits  promises  to  increase  the  future  ca- 
pacity of  tne  U.S.  economy  to  provide  for  both  the  retirement  of  the  baby  boom  gen- 
eration and  a  rising  standard  of  living  for  the  next  generation  of  workers. 

How  we  reduce  the  deficit  is  also  of  great  importance  for  the  Nation's  fiscal  and 
economic  future.  The  prospect  of  fiscal  and  programmatic  sacrifice  is  never  easy  or 
welcome  to  those  who  must  bear  the  burden.  However,  the  pressure  of  the  deficit 
offers  the  opportunity  for  the  Nation  to  reexamine  and  perhaps  update  its  spending 
priorities,  based  at  least  in  part  on  the  relative  performance  of  programs  and  agen- 
cies. 

As  our  body  of  work  on  deficit  reduction  strongly  suggests,  decisions  on  where  and 
how  to  cut  will  determine  both  whether  deficit  reduction  will  be  sustainable  in  the 
face  of  continuing  demographic  pressures  and  whether  the  slimmer  government  that 
may  emerge  will  also  prove  to  be  effective.  Addressing  the  principal  drivers  of  the 
deficit  now  and  in  the  future — health  care  and,  ultimately.  Social  Security — is  im- 
portant to  achieve  sustainable  fiscal  progress  over  the  long  term.  It  will  also  be  im- 
portant to  reassess  other  large  components  of  spending  such  as  defense,  whether 
their  aggregate  level  is  to  be  changed  or  whether  their  composition  is  changed  with- 
in an  overall  top  line. 

Within  these  and  other  areas,  the  prospect  of  deficit  reduction  offers  an  oppor- 
tunity to  address  program  and  management  reforms  that  have  been  long  overdue. 
Our  work  has  identified  niunerous  areas  where  programs  have  either  failed  to  per- 


form  effectively  or  have  suffered  from  chronic  waste  and  inefficiency.  Our  work  also 
points  to  other  areas  where  improved  investment  in  management  systems,  tech- 
nology, and  people  will  help  ensure  more  effective  and  less  wasteful  operations.  A 
fundamental  review  and  reexamination  of  our  programs  and  operations  is  important 
not  only  to  reach  the  new  demanding  budgetary  targets  but  also  to  promote  a  more 
effective  government  that  can  regain  the  confidence  of  the  public. 

My  remarks  today  will  cover  four  major  issues  to  consider  in  the  current  budget 
policy  debate: 

The  compelling  importance  of  continuing  to  focus  on  reducing  and  eliminating  the 
deficit; 

The  advantages  of  targeting  budget  cuts  to  those  programs  and  operations  that 
have  proven  to  be  ineffective  or  inefficient  in  achieving  their  goals; 

The  need  to  confront  the  major  cost  drivers,  both  short-  and  long-term,  of  the  Fed- 
eral budget  in  addressing  the  deficit  to  ensure  sustainable  fiscal  progress;  and 

The  need  to  develop  and  use  fundamentad  management  tools  and  systems  and  bet- 
ter design  and  evaluate  programs  to  ensure  that  the  government  that  emerges  is 
also  a  more  effective  one  that  can  gain  the  confidence  of  the  Nation's  taxpayers. 

THE  COMPELLING  CASE  FOR  DEFICIT  REDUCTION 

In  1990,  we  reported  that  the  Nation's  long-term  economic  future  depends  in  large 
part  upon  budget  decisions  made  today.  We  said  that  failure  to  reverse  current  fis- 
cal policy  could  doom  future  generations  to  a  stagnating  standard  of  living  and  ham- 
per the  United  States'  ability  to  address  pressing  national  needs.  ^ 

By  now,  this  problem  has  been  recognized.  It  is  encouraging  that  both  the  Con- 
gress and  the  President  have  proposed  plans  to  reverse  these  fiscal  trends  and  bal- 
ance the  budget.  It  appears  that  the  conflict  is  no  longer  over  whether  to  balance 
the  budget,  but  rather  over  when  and  how. 

There  are  important  and  compeUing  benefits  to  be  gained  from  such  a  new  fiscal 
policy  path.  Chronic  deficits  have  consumed  an  increasing  share  of  a  declining  na- 
tional savings  pool,  leaving  that  much  less  for  private  investment.  Most  assuredly, 
lower  investment  will  ultimately  show  up  in  lower  economic  growth.  Future  genera- 
tions of  taxpayers  will  pay  a  steep  price  for  this  lower  economic  growth  in  terms 
of  lower  personal  incomes  and  a  generally  lower  standard  of  living  at  a  time  when 
they  will  face  the  burden  of  supporting  an  unprecedented  number  of  retirees  as  the 
baby  boom  generation  reaches  retirement. 

The  problem  is  that  the  damage  done  by  deficits  is  long-term,  gradual,  and  cumu- 
lative in  nature  and  may  not  be  as  visible  as  the  short-term  costs  involved  in  ad- 
dressing it.  This  presents  a  difficult  challenge  for  public  leaders  to  mount  a  compel- 
ling case  for  deficit  reduction  that  can  capture  public  support. 

In  order  to  clarify  the  long-term  benefits  that  could  be  derived  through  alternative 
fiscal  policy  paths,  in  1992  we  used  an  economic  growth  model  to  simulate  the  ef- 
fects of  Federal  fiscal  policy  on  longer  term  savings,  investment,  and  real  gross  do- 
mestic product  [GDP]. 2  Last  spring,  in  a  report  addressed  to  you,  Mr.  Chairman, 
and  to  Senator  Domenici,  Chairman,  Committee  on  the  Budget,^  we  updated  the 
simulations  presented  in  the  1992  report.  While  significant  fiscal  policy  changes 
have  been  under  active  consideration  by  the  Congress,  our  updated  simulation  re- 
sults confirmed  that  the  Nation's  current  fiscal  policy  path  is  unsustainable  when 
viewed  over  the  longer  term.  Specifically,  a  fiscal  policy  of  no  action  on  the  deficit 
through  2025  implies  Federal  spending  of  nearly  44  percent  of  GDP  and,  as  figure 
1  shows,  a  deficit  of  over  23  percent  of  GDP. 


i''The  Budget  Deficit:  Outlook,  Implications,  and  Choices"  (GAO/OCG-90-5,  September  12, 
1990). 

2  "Budget  Policy:  Prompt  Action  Necessary  to  Avert  Long-Term  Damage  to  the  Economy" 
(GAO/OCG-92-2,  June  5,  1992). 

3  "The  Deficit  and  the  Economy:  An  Update  of  Long-Term  Simulations"  (GAO-AIMD/OCE-95- 
119,  April  26,  1995). 
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Figure  1.— Deficit  Path  in  "No  Action"  Simulation  (1995-2025) 


2S      Psrcam  of  GOP 


Let  me  explain  what  is  driving  these  ominous  trends.  In  our  updated  simulations, 
we  held  revenues  and  all  spending,  except  for  health  care  and  Social  Security,  con- 
stant as  a  share  of  the  economy  for  most  of  this  30-year  period.  The  increased 
spending  is  principally  a  function  of  escalating  Federal  spending  on  health  care  and 
Social  Security  driven  by  projected  rising  health  care  costs  and  the  aging  of  our  pop- 
ulation."* Spending  on  interest  also  rises  as  annual  deficits  and  accumulated  public 
debt  expand.  Essentially,  current  commitments  in  these  areas  become  progressively 
unaffordable  for  the  Nation  over  time.  Absent  any  significant  changes  in  spending 
or  revenues,  such  an  expanding  deficit  would  result  in  collapsing  investment,  declin- 
ing capital  stock,  and,  inevitably,  a  declining  economy  by  2025. 

As  emphasized  in  that  recent  report,  we  do  not  believe  that  such  a  scenario  would 
take  place.  Rather,  we  believe  that  the  prospect  of  economic  decline  would  prompt 
action  before  the  end  of  our  simulation  period.  Nevertheless,  this  no  action  scenario, 
by  illustrating  the  future  logic  of  existing  commitments,  powerfully  makes  the  case 
that  we  have  no  choice  but  to  take  action  on  the  deficit.  The  questions  that  remain 
are  when  and  how. 

Our  updated  simulations  also  confirm  the  long-term  economic  and  fiscal  benefits 
of  deficit  reduction.  We  assessed  the  long-term  impacts  of  balancing  the  budget  by 
2002,  as  is  contemplated  in  the  fiscal  year  1996  budget  resolution,  and  sustaining 
such  a  posture  through  2025.  We  also  estimated  the  effects  of  following  a  path  that 
we  have  called  muddling  through — that  is,  maintaining  deficits  of  about  3  percent 
of  GDP  over  the  next  30  years. 

A  fiscal  policy  of  balance  would  yield  a  stronger  economy  in  the  long  term  than 
a  policy  of  no  action  or  muddling  through.  Figure  2  shows  that  a  budget  balance 
reached  in  2002  and  sustained  until  2025  would,  over  time,  lead  to  increased  invest- 
ment. It  would  also  result  in  a  larger  capital  stock  and  a  higher  real  GDP  per  capita 
than  the  no  action  and  muddling  through  policies  we  simulated. 


•*  Budget  assumptions  rely  upon  the  Congressional  Budget  Office  [CBO]  estimates  through 
2004  to  the  extent  practicable.  Beyond  that,  Social  Security  estimates  were  based  on  the  April 
1995  intermediate  projections  from  the  Social  Security  Trustees.  Medicare  projections  were 
based  on  the  Health  Care  Financing  Agency  [HCFA]  long-term  intermediate  forecast  from  the 
Medicare  Trustees'  April  1995  report.  For  Medicaid,  in  the  absence  of  HCFA  projections,  we 
used  projections  developed  in  1994  by  the  Bipartisan  Commission  on  Entitlement  and  Tax  Re- 
form. 
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Figure  2.— Non-Farm  Business  Investment  Under  Alternate  Scenarios 
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Reaching  and  sustaining  balance  would  also  shrink  the  share  of  Federal  spending 
required  to  pay  interest  costs,  thereby  reducing  the  long-term  programmatic  sac- 
rifice necessary  to  attain  deficit  reduction  targets.  Even  muddling  through  with  defi- 
cits of  3  percent  of  GDP  would  exact  a  price  through  higher  interest  costs  and  thus 
require  progressively  harder  fiscal  choices  as  time  progresses.  As  shown  in  figure 
3,  by  2025  a  balance  path  could  bring  interest  costs  down  from  about  12  percent 
in  1994  to  less  than  5  percent  of  our  budget,  compared  to  about  18  percent  under 
"muddling  through"  and  almost  a  third  of  our  budget  with  no  action.  Under  the  bal- 
ance path,  debt  per  person  would  decline  from  $13,500  in  1994  to  $4,800  in  1995 
dollars  by  2025  under  the  balance  path. 
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Figure  3. — ^Net  Interest  Oiitlays  Under  Alternate  Scenarios 
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I  would  only  add  that  alarming  as  our  model  results  may  appear,  they  are  prob- 
ably understated.  Budget  projections  for  both  the  near  term  and  assumed  in  our 
long-term  model  results  may  not  tell  the  whole  story.  By  convention,  baseline  budg- 
et projections  do  not  include  all  the  legitimate  claims  that  may  be  made  on  the 
budget  in  the  future.  Rather,  budget  projections  ignore  many  future  claims  and  the 
costs  of  unmet  needs  unless  they  are  the  subject  of  policy  proposals  in  the  budget. 
Examples  of  such  claims  and  needs  would  include  tne  cost  of  cleaning  up  and  re- 
structuring the  Department  of  Energy's  [DOE]  nuclear  weapons  production  complex, 
the  cost  of  hazardous  waste  pollution  cleanup  at  military  facilities,  and  cost  over- 
runs in  weapons  systems.  In  short,  most  of  the  risks  to  future  budgets  seem  to  be 
on  the  side  of  worse- than-expected,  rather  than  better-than-expected,  outcomes.  I 
make  these  observations  not  to  create  despair  but  to  underline  the  need  to  act  rap- 
idly and  decisively.^ 

targeted  reduction  strategies  can  help  reshape  government 

The  budget  resolution  reflects  a  congressional  decision  that  the  deficit  should  be 
eliminated  by  reining  in  spending.  Achieving  the  kinds  of  deficit  reduction  con- 
templated in  the  budget  resolution  obviously  will  not  be  easy.  Many  hard  choices 
will  be  required.  In  this  process,  it  will  be  important  to  address  the  large  and  grow- 
ing areas  of  the  budget  if  the  deficit  is  to  be  eliminated  and  balance  sustained.  The 
largest  programs,  although  inviting  fiscal  targets,  may  also  be  the  most  sensitive 
due  to  their  size  and  their  importance  to  so  many  Americans. 

Although  a  large  share  of  savings  for  deficit  reduction  will  need  to  come  from 
these  programs,  other  areas  of  the  budget  should  not  be  excluded.  Because  so  many 
Americans  will  be  affected  by  the  cuts  in  these  large  and  popular  programs  the  spot- 
light should  be  placed  on  all  of  the  activities  of  government.  To  an  important  extent, 
f)ublic  confidence  will  depend  on  the  perception  that  deficit  reduction  efforts  will 
ead  to  improved  performance  of  government. 

Given  the  size  of  the  cuts  involved,  a  reassessment  of  the  roles  and  responsibil- 
ities of  government  can  help  focus  thinking  on  what  government  should  look  like 


»  "Budget  Policy:  Long-Term  Implications  of  the  Deficit"  (GAO/T-OCG-93-6,  March  25,  1993). 
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to  guide  downsizing  that  the  Congress  deems  necessary.  The  relative  performance 
of  programs  and  agencv  operations  should  be  considered  as  at  least  one  basis  for 
this  reassessment  by  iaentifying  weak  claims  on  public  resources.  By  weak  claims, 
I  mean  those  programs  that  have  been  found  to  be  ineffective  or  inefficient  in 
achieving  their  gofus. 

Weak  claims  can  also  include  programs  that  have  outlived  their  usefulness — the 
problems  that  originally  prompted  their  creation  either  no  longer  exist  or  have  been 
greatly  mitigated.  Weak  claims  can  also  include  programs  that  have  demonstrated 
through  their  persistent  poor  performance  that  they  are  the  wrong  solutions  to  real 
and  pressing  public  concerns.  And  weak  claims  can  include  spending  on  Federal 
agency  operations  as  well  as  programs  aiding  various  sectors  of  our  economy 
through  subsidies  such  as  grants  or  tax  expenditures.  All  such  weak  claims  might 
be  considered  for  significant  reduction,  overnaul,  or  elimination  as  part  of  the  dencit 
reduction  process. 

In  the  past,  budgetary  reductions  have  all  too  frequently  been  achieved  through 
small  incremental  cuts  to  many  programs  or  activities  without  a  reexamination  of 
their  purpose  or  scope.  Although  promoting  the  appearance  of  equity,  such  strate- 
gies treat  effective  and  ineffective  programs  alike  and  can  yield  an  overextended 
government  trying  to  do  too  much  with  too  little. 

Targeted  reductions  based  on  the  relative  performance  of  Federal  programs  can 
help  promote  a  government  whose  responsibilities  are  better  matched  to  the  re- 
sources available.  If  congressional  decisions  bring  about  a  smaller  government  that 
is  also  to  be  more  effective,  polic3miakers  will  need  to  engage  in  a  comprehensive 
assessment  of  what  government  should  do,  who  should  benefit,  and  how  program 
services  should  be  delivered,  and  then  use  this  reassessment  to  reshape  public  insti- 
tutions. Moreover,  the  Federal  Grovemment  desperately  needs  to  put  in  place  fun- 
damental management  tools  to  better  ensure  accountability  for  a  scarce  pool  of  re- 
sources, eliminate  waste,  and  generate  much  improved  cost  and  performance  infor- 
mation to  enhance  decisionmaking. 

Large  deficits  can,  but  sometimes  do  not,  prompt  governments  to  undertake  this 
kind  of  necessary,  but  painful,  reassessment.  I  commend  to  you  a  recent  article  by 
Felix  Rohat3Ti  on  the  New  York  City  fiscal  crisis.^  He  observes  that  the  city  resolved 
its  imminent  fiscal  crisis  in  the  mid-1970's  through  a  mix  of  measures  that  suc- 
ceeded in  balancing  the  budget  but  that  largely  postponed  fundamental  reforms  in 
the  scope  and  role  of  city  government.  Without  this  reassessment,  the  economic 
prosperity  of  the  1980's  induced  the  city  to  restore  some  of  its  costly  programs  and 
practices.  Now  in  the  mid-1990's,  the  city  once  again  faces  a  serious  structural  defi- 
cit because  permanent  declines  in  the  city's  revenue  base  were  not  matched  with 
commensurate  restructuring  of  governmental  roles  and  responsibilities. 

We  can  help  in  the  process  by  providing  the  Congress  with  feedback  on  the  per- 
formance of  Federal  programs  and  agency  operations.  Our  work  has  revealed  long- 
standing problems  with  program  performance  and  agency  operations.  Responsible 
reform  in  many  of  these  areas  is  long  overdue. 

In  each  of  the  last  2  years,  we  have  issued  a  report  designed  to  make  ovir  audit 
and  evaluation  work  more  useful  and  accessible  to  budget  decisionmakers.''  Specifi- 
cally, these  reports  describe  budgetary  savings  options  by  putting  the  problems  we 
have  found  into  a  budgetary  context.  The  Congressional  Budget  Office  [CBO]  and 
Joint  Committee  on  Taxation  [JCT]  have  reviewed  these  options  and,  where  pos- 
sible, have  provided  estimates  of  budgetary  savings  or  revenue  gains. 

Our  work  suggests  the  following  three  broad  areas  of  program  choice  and  reform: 

Reassess  program  objectives  and  operations  based  on  either  persistent  perform- 
ance problems  or  successful  completion  of  missions; 

Improve  targeting  of  resources  to  those  beneficiaries  or  providers  with  the  great- 
est needs  and  lowest  capacity  to  provide  services  from  their  own  resources;  and 

Improve  efficiency  in  the  way  programs  are  structured,  delivered,  or  managed. 

I  would  just  add,  Mr.  Chairman,  that  many  of  the  options  flowing  from  our  work 
are  currently  under  consideration  within  the  Congress,  either  as  part  of  the  appro- 
priations process  or  the  reconciliation  process. 

Reassessing  objectives 

Our  first  theme  encompasses  audit  findings  or  evaluations  that  suggest  the  need 
to  reassess  the  objectives  and  purposes  of  government  programs.  Such  reassessment 


6 "Big  MAC  To  Go;  Hold  the  Lies:  New  York's  Recipe  For  Recovery— and  What  D.C.  Can  Take 
From  It,"  the  Washington  Post,  August  13,  1995. 

'  "Addressing  The  Deficit:  Budgetary  ImpUcations  of  Selected  GAO  Work"  (GAO/OCG-94-3, 
March  11,  1994)  and  "Addressing  The  Dencit:  Budgetary  Implications  of  Selected  GAO  Work 
for  Fiscal  Year  1996"  (GAO/OCG-95-2,  March  15,  1995). 
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would  involve  periodically  reconsidering  a  program's  original  purpose,  the  conditions 
under  which  it  continues  to  operate,  and  its  cost-effectiveness. 

Under  this  approach,  programs  would  be  considered  for  termination  if  our  work 
has  shown  that  they  (1)  have  succeeded  in  accomplishing  their  intended  objectives 
and,  therefore,  the  needs  have  been  met,  (2)  have  persistently  failed  to  accomplish 
their  objectives,  (3)  have  program  objectives  that  are  no  longer  valid  because  the  un- 
derlying conditions  have  changed,  or  (4)  have  cost  estimates  that  have  increased  sig- 
nificantly above  those  associated  with  original  objectives,  or  have  benefits  that  have 
fallen  substantially  below  original  expectations. 

An  example  of  the  need  to  reassess  program  objectives  is  the  Davis-Bacon  Act. 
Davis-Bacon  requires  workers  on  federally  assisted  construction  projects  to  be  paid 
wages  at  or  above  levels  determined  to  be  prevailing  in  the  area.  The  current  dollar 
threshold  for  projects  covered  by  Davis-Bacon  is  $2,000,  an  amount  that  has  not 
changed  since  1935. 

In  1979,  we  expressed  major  concerns  about  the  accuracy  of  wage  determinations 
and  its  impact  on  Federal  construction  costs. ^  Critics  of  the  act  believe  that  it  in- 
flates the  costs  of  federally  funded  construction  projects.  Additionally,  CBO  has 
noted  that  repealing  Davis-Bacon  or  raising  the  threshold  would  increase  employ- 
ment opportunities  for  less-skilled  workers,  although  it  would  lower  the  wages  of 
some  construction  workers.  While  Davis-Bacon  regulatory  changes  have  addressed 
some  specific  concerns  raised  in  our  1979  report,  other  concerns  remain,  most  nota- 
bly the  potential  for  basing  wage  determinations  on  low-quality  data.^ 

In  weighing  the  opportunities  to  reduce  Federal  construction  costs  and  increase 
work  opportunities  for  less  skilled  workers  against  higher  wage  levels,  the  Congress 
could  consider  repealing  or  reducing  the  scope  of  this  act  as  part  of  its  deficit  reduc- 
tion strategy.  CBO  has  estimated  that  if  the  Congress  repealed  Davis-Bacon,  the  5- 
year  savings  would  be  about  $2.6  billion. 

We  have  also  reviewed  a  variety  of  programs  and  functions  that  have  been  identi- 
fied by  the  Congress  as  candidates  for  privatization.  Privatization  can  range  from 
contracting  out  certain  activities  to  selling  entire  entities  to  private  sector  concerns. 
One  example  of  privatization  through  the  sale  of  an  entity  is  the  proposal  to  pri- 
vatize the  United  States  Enrichment  Corporation  [USEC].  The  1992  legislation 
which  established  USEC  as  a  government  corporation  called  for  USEC  to  develop 
a  privatization  plan  by  1995  and  for  GAO  to  review  the  plan  before  its  implementa- 
tion. We  have  supported  legislation  for  years  to  create  a  government  corporation  as 
an  initial  step  toward  the  eventual  privatization  of  DOE's  uranium  enrichment  pro- 
gram. i°  Our  work  also  has  a  bearing  on  the  current  deliberations  concerning  the 
possible  sale  of  the  Naval  Petroleum  Reserve- 1,^^  changing  how  Federal  needs  for 
helium  are  met,^^  and  privatizing  the  Power  Marketing  Administrations  [PMA's].^^ 
While  we  have  not  taken  a  position  on  the  current  privatization  proposals,  from  our 
work  we  have  concluded  that  each  proposal  merits  individual  examination  to  ensure 
the  integrity  of  the  privatization  process  and  to  protect  the  taxpayer  from  an  under- 
valued sale. 

We  have  identified  many  other  examples  of  weak  claims  that  may  be  identified 
by  reassessing  program  objectives.  Examples  from  our  work  include  the  following: 

The  role  and  missions  of  DOE  should  be  reassessed.  We  have  recently  testified 
on  proposals  to  abolish  DOE,  and  the  need  to  reassess  the  role  and  missions  of  DOE 


8 "The  Davis-Bacon  Act  Should  Be  Repealed"  (GAO/HRD-79-18,  April  27,  1979). 
8  "Changes  to  the  Davis-Bacon  Act  Regulations  and  Administration"  (GAO/HEHS-94-95R, 
February  7,  1994). 

10  See  "UEC  Cash  Flow  Projection"  (GAO/RCED-92-292BR,  September  17,  1992);  "Comments 
on  Proposed  Legislation  to  Restructure  DOE's  Uranium  Enrichment  Program"  (GAO/T-RCED- 
92-14,  October  29,  1991);  "Comments  on  H.R.  2480,  The  Uranium  Enrichment  Reorganization 
Act"  (GAO^-RCED-91-3,  October  11,  1990);  and  "Comments  on  Smith  Barney's  Uranium  En- 
richment Analysis"  {GAO/T-RCED-90-101,  July  31,  1990). 

11  "Naval  Petroleum  Reserve:  Opportunities  Exist  to  Enhance  Its  Profitability"  (GAO/RCED- 
95-65,  January  12,  1995). 

12  "Mineral  Resources:  H.R.  3967 — A  Bill  to  Change  How  Federal  Needs  for  Refined  Helium 
Are  Met"  (GAO/T-RCED-94-183,  April  19,  1994). 

13  Although  GAO  has  not  evaluated  or  taken  a  position  on  current  proposals  to  either  sell  or 
corporatize  PMA's,  GAO  issued  a  report  entitled  'Federal  Electric  Power:  Views  on  the  Sale  of 
Alaska  Power  Administration  Hydropower  Assets"  (GAO/RCED-90-93,  February  22,  1990)  and 
has  reported  on  policies  governing  the  repayment  of  the  Federal  investment  as  well  as  the  bor- 
rowing practices  and  financial  condition  of  the  Bonneville  Power  Administration  in  "Bonneville 
Power  Administration:  Borrowing  Practices  and  Financial  Condition"  (GAO/AIMD-94-67BR, 
April  19,  1994).  GAO  is  currently  preparing  a  report  on  the  operating  and  financial  conditions 
of  each  of  the  PMA's. 
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is  the  central  message  in  our  August  report.^'*  Previously  reported  issues  under  this 
broader  heading  have  included  the  need  to  restructure  the  national  laboratories  ^^ 
to  better  match  recent  shifts  in  national  priorities — principally,  the  dramatic  reduc- 
tion in  the  arms  race  and  proposed  cutbacks  in  energy  and  nuclear  research — and 
negotiating  more  realistic  environmental  agreements  ^^  to  establish  milestones  that 
would  allow  the  agency  to  employ  more  advanced  cleanup  technologies  in  the  future 
and  to  reduce  inefficient  administrative  and  management  functions.  CBO  has  esti- 
mated that  these  two  actions  alone  would,  over  5  years,  save  over  $900  million  and 
$2.5  billion,  respectively. 

Our  commodity  program  reports  have  shown  that  some  government  programs  fos- 
ter the  dependency  of  farmers  on  Federal  subsidies.  As  a  result,  government  costs 
for  these  programs  have  remained  high.  Moreover,  agricultural  sectors  that  are  de- 
pendent on  subsidies  are  generally  not  responsive  to  market  forces  and  the  majority 
of  Federal  payments  have  benefited  a  small  number  of  producers.  We  have  reviewed 
Federal  programs  for  rice,  cotton,  peanuts,  sugar,  and  dairy  products  and  rec- 
ommended that  the  Congress  consider  options  to  move  these  sectors  to  a  greater 
market  orientation  by  reducing  or  phasing  out  these  programs  over  a  number  of 
years.  ^'^  In  response  to  our  report  recommendations,  the  Congress  phased  out  the 
wool  and  mohair  program  and  eliminated  all  funding  for  the  honey  program  in  1994 
and  1995.  While  the  action  on  the  honey  program  did  not  remove  the  program  from 
the  authorizing  farm  legislation,  it  banned  all  payments  and  loans  to  producers  for 
2  years. ^® 

The  food  aid  program,  Public  Law  480  Title  I  Food  Aid  Program,  could  be  reduced 
or  eliminated.  ^9  The  program  has  yet  to  demonstrate  its  ability  to  achieve  the  objec- 
tives of  promoting  sustainable  development  and  creating  new  markets  for  U.S.  goods 
abroad.  Despite  streamlined  management  adopted  in  1990  amendments  to  the  title 
I  program,  multiple  and  sometimes  competing  objectives,  as  well  as  contradictory 
program  requirements,  continue  to  encumber  the  title  I  program,  making  it  difficult 
to  create  and  implement  an  effective  program  strategy.  CBO  estimated  the  5-year 
savings  from  not  extending  program  authority  beyond  fiscal  year  1996  to  be  $938 
million. 

Funding  for  the  Export  Credit  Guarantee  programs  could  be  limited  or  the  De- 
partment of  Agriculture's  Commodity  Credit  Corporation  could  be  allowed  to  raise 
its  fees  to  high-risk  countries. 2°  We  have  reported  that  since  the  programs  began 
in  the  1980's,  and  as  of  May  1993,  the  government  had  paid  out  approximately  $4.2 
billion  because  of  loan  repajonent  defaults  by  foreign  country  buyers.  We  have  been 
unable  to  find  any  empirical  evidence  that  demonstrates  that  the  export  credit  guar- 
antee programs  resulted  in  increased  agricultural  exports.  Also,  there  is  a  history 
of  poor  management  control  of  these  programs. 

Amtrak's  financial  condition  has  rapidly  deteriorated,  creating  a  situation  that 
could  seriously  affect  Amtrak's  ability  to  meet  its  objective  of  providing  high-quality 


1*  "Department  of  Energy:  A  Framework  for  Restructuring  DOE  and  Its  Missions"  (GAO/ 
RCED-95-197,  August  21,  1995);  "Department  of  Energy:  Need  to  Reevaluate  Its  Role  and  Mis- 
sions" (GAO/T-RCED-95-85,  January  18,  1995);  "Government  Restructuring:  Identifying  Poten- 
tial Duplication  in  Federal  Missions  and  Approaches"  (GAO/T-AIMD-95-161,  June  7,  1995); 
and  "Program  Consolidation:  Budgetary  Implications  and  Other  Issues"  (GAO/T-AIMD-95-145, 
May  23,  1995). 

16  "National  Laboratories  Need  Clearer  Mission  and  Better  Management"  (GAO/RCED-95-10, 
January  27,  1995). 

1^  "Department  of  Energy:  National  Priorities  Needed  for  Meeting  Environmental  Agreements" 
(GAO/RCED-95-1,  March  3,  1995). 

I'^See,  for  example:  "Rice  Program:  Government  Support  Needs  to  Be  Reassessed"  (GAO/ 
RCED-94-88,  May  26,  1994);  "Cotton  Program:  Costly  and  Complex  Government  Program 
Needs  to  Be  Reassessed"  (GAO/RCED-95-107,  June  20,  1995);  "Peanut  Program:  Changes  Are 
Needed  to  Make  the  Program  Responsive  to  Market  Forces"  (GAO/RCED-93-18,  February  8, 
1993);  "Sugar  Program:  Changing  Domestic  and  International  Conditions  Require  Program 
Changes"  (GAO/RCED-93-84,  April  16,  1993);  "Dairy  Industry:  Potential  for  and  Barriers  to 
Market  Development"  (GAO/RCED-94-19,  December  21,  1993);  and  "Milk  Marketing  Orders: 
Options  for  Change"  (GAO/RCED-88-9,  March  21,  1988). 

18  "Opportunities  for  Budget  Savings  in  Domestic  Agriculture  Programs"  (GAO/T-RCED-90- 
93,  June  28,  1990);  "Wool  And  Mohair  Program:  Need  for  Program  Still  in  Question"  (GAO/ 
RCED-90-51,  March  6,  1990);  "Honey  Program"  (GAO/RCED-94-244R,  June  8,  1994);  and 
"Federal  Price  Support  for  Honey  Should  Be  Phased  Out"  (GAO/RCED-85-107,  August  19, 
1985). 

1^  "Public  Law  480  Title  I:  Economic  and  Market  Development  Objectives  Not  Met"  (GAO/T- 
GGD-94-191,  August  4,  1994). 

20  "Former  Soviet  Union:  Creditworthiness  of  Successor  States  and  U.S.  Export  Credit  Guar- 
antees" (GAO/GGD-95-60,  February  24,  1995)  and  "GSM  Export  Credit  Guarantees"  (GAO/ 
GGD-94-211R,  September  29,  1994). 
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passenger  rail  service  nationwide.^i  If  substantially  increasing  the  level  of  Federal 
subsidy  for  Amtrak  is  not  possible  in  today's  budget  environment,  then  now  may 
be  the  time  for  the  Congress  to  consider  refocusing  Amtrak's  efforts  and  reducing 
its  current  route  system,  retaining  service  in  locations  where  Amtrak  can  carry  the 
largest  number  of  passengers  in  the  most  cost-effective  manner.  Since  Amtrak  an- 
nounced its  initial  route  reduction  plans  in  December  1994,  the  Congress  has  gen- 
erally favored  retaining  a  national  system.  However,  such  a  system  has  its  costs, 
and  the  Congress  may  need  to  reassess  this  support  if  Amtrak  does  not  achieve  its 
plans  and  operating  subsidies  are  to  be  eliminated  as  envisioned  by  the  Concurrent 
Budget  Resolution  for  1996. 

The  Foreign  Housing  Guaranty  Program  has  not  achieved  its  goals  and  is  in  poor 
financial  condition.  We  recently  reported  that  although  the  program  has  contributed 
to  housing  reforms  in  many  participating  countries,  it  has  not  stimulated  increased 
private  investment  in  low-income  shelter,  one  of  the  program's  long-range  objectives. 
Further,  in  nearly  every  country  in  our  study  program-financed  shelter  projects 
were  outside  the  reach  of  the  poorer  families  that  the  program  was  intended  to 
cover.  Additionally,  the  program  is  in  serious  financial  condition  because  program 
fees  have  not  been  sufficient  to  cover  costs.  In  1995  dollars,  program  losses  due  to 
loan  defaults  have  already  cost  the  U.S.  government  over  $540  million,  and  we  esti- 
mate that  the  cost  of  future  defaults  is  likely  to  be  an  additional  $600  million.  22 

Redefining  beneficiaries 

This  theme  is  intended  to  focus  on  the  question:  Who  should  benefit  from  public 
programs?  When  first  authorizing  new  programs,  the  Congress  defines  the  intended 
audience  for  any  program  or  service  based  on  some  perception  of  eligibility  or  need. 
As  time  passes  and  conditions  change,  these  definitions  could  benefit  from  periodic 
review  and  be  revised  to  better  target  increasingly  limited  resources.  Considering 
changes  in  distribution  formulas,  eligibility  rules,  fees  and  charges,  and  tax  pref- 
erences could  form  the  basis  for  such  improved  targeting. 

For  example,  we  have  issued  many  reports  over  the  past  decade  showing  that  the 
distribution  of  Federal  grants  to  State  and  local  governments  is  not  well-targeted 
to  those  jurisdictions  either  with  the  greatest  programmatic  needs  or  with  the  low- 
est fiscal  capacity  to  meet  those  needs. 23  As  a  result,  program  recipients  in  areas 
with  relatively  lower  needs  and  greater  wealth  may  enjoy  a  higher  level  of  services 
than  is  available  in  harder  pressed  areas,  or  the  wealthier  areas  can  provide  the 
same  level  of  services  at  lower  tax  rates.  At  a  time  when  Federal  domestic  discre- 
tionary resources  are  constrained,  better  targeting  of  grant  formulas  offers  a  strat- 
egy to  bring  down  Federal  outlays  by  concentrating  reductions  on  wealthier  local- 
ities with  fewer  needs  and  greater  capacity  to  absorb  the  cuts.  Targeting  could  be 
accomplished  by  changing  formulas  or  by  changing  program  eligibility  only  to  those 
places  with  lower  fiscal  capacity  or  greatest  programmatic  needs.  CBO  has  esti- 
mated that  a  10-percent  reduction  in  the  aggregate  total  of  all  closed-ended  or 
capped  formula  grant  programs  exceeding  $1  billion  would  produce  a  savings  of  over 
$18  billion  over  5  years. 

The  Community  Development  Block  Grant  [CDBG]  provides  a  good  example  of 
targeting  problems  in  formula  grant  programs.  The  primary  goals  of  the  CDBG  pro- 
gram are  to  develop  viable  communities,  provide  decent  housing  and  a  suitable  liv- 
ing environment,  and  expand  economic  development  principally  for  people  with  low 
and  moderate  incomes.  Funding  levels  are  determined  through  formulas  designed 
to  take  into  account  factors  sucn  as  population,  poverty  levels,  housing  overcrowd- 
ing, age  of  housing,  and  population  change.  A  recent  Department  of  Housing  and 
Urban  Development  [HUD]  study  24  suggested  that,  given  recent  population  shifts, 
the  formula  could  be  adjusted  to  redistribute  funds  to  communities  with  the  greatest 
need  by,  among  other  things,  increasing  the  weight  of  poverty  as  a  factor  in  the  for- 


21  "Intercity  Passenger  Rail:  Financial  and  Operating  Conditions  Threaten  Amtrak's  Long- 
Term  Viability"  (GAO/RCED-95-71,  February  6,  1995)  and  "Amtrak:  Key  Decisions  Need  to  Be 
Made  in  the  Face  of  Deteriorating  Financial  Condition"  (GAO/T-RCED-94-186,  April  13,  1994). 

22  "Foreign  Housing  Guaranty  Program:  Financial  Condition  Is  Poor  and  Goals  Are  Not 
Achieved"  (GAO/NSIAD-95-108,  June  2,  1995). 

23  "Medicaid:  Alternatives  for  Improving  the  Distribution  of  Funds  to  States"  (GAO/HRD-93- 
112FS,  August  20,  1993);  "Remedial  Education:  Modifying  Chapter  1  Formula  Would  Target 
More  Funds  to  Those  Most  in  Need"  {GAO/HRD-92-16,  March  28,  1992);  "Drug  Treatment: 
Targeting  Aid  to  States  Using  Urban  Population  as  Indicator  of  Drug  Use"  (GAO/HRD-91-17, 
November  27,  1990);  "Local  Governments:  Targeting  General  Fiscal  Assistance  Reduces  Fiscal 
Disparities"  (GAO/HRD-86-113,  July  24,  1986);  and  "Highway  Funding:  Federal  Distribution 
Formulas  Should  Be  Changed"  (GAO/RCED-86-114,  March  31,  1986). 

24  "Effect  of  the  1990  Census  on  CDBG  Program  Funding,"  Office  of  Pohcy  Development  and 
Research,  U.S.  Department  of  Housing  and  Urban  Development,  February  1995. 
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mula  and  lowering  the  weight  on  population.  Similariy,  replacing  pre- 1940  housing 
in  the  formula  with  pre-1950  housing  occupied  by  a  poverty  household  would  im- 
prove the  extent  to  wnich  the  formula  directs  funds  to  needy  places.  Looking  solely 
at  poverty  rate,  Camden,  NJ,  has  a  percentage  of  its  population  in  poverty  that  is 
about  10  times  greater  than  tiiat  of  Greenwich,  CT.  Yet,  for  fiscal  year  1995,  Green- 
wich was  allocated  CDBG  funds  of  $0.69  per  person  in  poverty — over  5  times  more 
than  Camden's  $0.13.  Greenwich  could  much  more  easily  afford  to  fund  its  commu- 
nity development  needs  than  Camden,  which  has  a  per  capital  income  ($7,276)  of 
about  half  the  national  average. 

Another  example  is  the  Vaccines  for  Children  Program.  Our  June  1995  report  con- 
cluded that  the  program  could  be  refocused  and  better  targeted  to  more  cost-effec- 
tively address  those  children  most  in  need  of  immunization.^^  The  program  cur- 
rently attempts  to  lower  the  cost  of  immunization  for  all  children,  but  our  study 
found  that  most  children  had  already  been  immunized  and  that  cost  was  not  a  sig- 
nificant barrier.  However,  because  disproportionate  numbers  of  children  in  under- 
served  areas  were  not  immunized,  we  suggested  that  the  Congress  consider  shifting 
the  program's  goal  from  improving  general  immunization  rates  of  all  children  to 
achieving  higher  rates  in  these  pockets  of  need. 

Additional  examples  of  programs  that  should  be  examined  based  on  the  intended 
beneficiaries  include  the  following. 

Veterans  disability  compensation  could  be  reduced  without  affecting  veterans  af- 
fected by  disabilities  they  received  as  a  result  of  their  military  service.  During  1986, 
the  Department  of  Veterans  Affairs  [VA]  paid  approximately  $1.7  billion  in  disabil- 
ity compensation  payments  to  veterans  with  diseases  neither  caused  nor  aggravated 
by  military  service.  In  1994,  CBO  reported  that  about  250,000  veterans  were  receiv- 
ing about  $1.5  billion  annually  in  VA  compensation  for  these  diseases.  Our  study 
of  five  countries  shows  that  they  do  not  compensate  veterans  under  these  cir- 
cumstances.26 

The  Market  Promotion  Program  [MPP]  could  be  better  targeted  to  companies 
most  adversely  affected  by  unfair  trading  practices  abroad.^''  Under  MPP,  payments 
are  made  to  partially  offset  the  costs  of  market  building  and  commodity  promotion. 
To  help  ensvu-e  that  the  program  assists  only  those  companies  that  truly  need  help, 
we  believe  that  the  program  should  target  small,  generic,  new-to-export  companies 
and  not  extend  assistance  to  large  companies.  Further,  we  believe  that  participants 
should  be  graduated  out  of  the  program  within  5  years.  The  Congress  could  also  de- 
cide that  the  program  can  no  longer  compete  with  other  higher  priority  programs 
and  should  be  eliminated. 

Changing  the  fee  structure  for  child  support  enforcement  services  could  reduce 
Federal  costs  without  adversely  affecting  program  goals.  The  purpose  of  the  Child 
Support  Enforcement  Program  is  to  strengthen  State  and  local  efforts  to  obtain  child 
support  for  both  families  eligible  for  Aid  to  Families  with  Dependent  Children 
[AFDC]  and  non-AFDC  families.  Since  1992,  we  have  reported  on  opportunities  to 
defray  some  of  the  costs  of  child  support  programs.^s  On  the  basis  of  this  work,  we 
believe  that  mandatory  application  tees  should  be  dropped  and  that  States  should 
charge  a  minimum  percentage  service  fee  on  successful  collections  for  non-AFDC 
families.  Application  fees  are  administratively  burdensome,  and  a  service  fee  would 
ensure  that  families  are  charged  only  when  the  service  has  been  successfully  per- 
formed. Rates  could  vary  from  as  little  as  half  of  1  percent  to  15  percent,  depenoing 
on  cost  recovery  targets  desired  by  the  Congress.  CBO  has  estimated  that  a  15-per- 
cent service  fee  on  collections  for  non-AFDC  families — a  percentage  sufficient  to 
fully  cover  the  administrative  costs  of  the  program — would  result  in  savings  of  about 
$4. '7  billion  over  5  years. 

The  multibillion  dollar  passenger  cruise  market  in  the  United  States  is  almost  ex- 
clusively served  by  foreign-flagged  cruise  vessels.  This  is  a  very  lucrative  privilege, 
made  more  so  by  U.S.  tex  laws  and  the  shoreside  services  Federal  agencies  must 
provide  to  cruise  ships  and  their  passengers.  While  most  agencies  fully  recover  the 
costs  of  providing  these  services,  the  Coast  Guard  and  the  Immigration  and  Natu- 
ralization Service  [INS]  do  not.  The  Congress  may  wish  to  extend  fees  for  cruise  ves- 
sel services  to  these  two  agencies  by  enacting  legislation  that  would  authorize  the 


25  "Vaccines  For  Children:  Reexamination  of  Program  Goals  and  Implementation  Needed  to 
Ensure  Vaccination"  (GAO/PEMD-95-22,  June  15,  1995). 

26  "Disabled  Veterans  Programs:  U.S.  Eligibility  and  Benefit  Tjrpes  Compared  With  Five  Other 
Countries"  (GAO/HRD-94-6,  November  24,  1993)  and  'VA  Benefits:  Law  Allows  Compensation 
for  Disabilities  Unrelated  to  Military  Service"  (GAO/HRD-89-60,  July  31,  1989). 

^'^  "International  Trade:  Changes  Needed  to  Improve  Effectiveness  of  the  Market  Promotion 
Program"  (GAO/GGD-93-125,  July  7,  1993). 

28"Child  Support  Enforcement:  Opportunity  to  Defray  Burgeoning  Federal  and  State  Non- 
AFDC  Costs"  (GAO/HRD-92-91,  June  5,  1992). 
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Coast  Guard  to  charge  fees  for  its  services  and  by  lifting  the  INS  exemption  for  pas- 
sengers arriving  at  a  port  of  entry  in  the  United  States  on  a  cniise  originating  in 
Canada,  Mexico,  a  territory  or  possession  of  the  United  States,  or  any  adjacent  is- 
land.29 

Veterans'  long-term  care  costs  could  be  reduced  and  comparability  among  retirees 
increased  if  veterans'  copayments  for  these  services  were  increased. ^o  State  veter- 
ans' homes  recover  as  much  as  50  percent  of  the  costs  of  operating  their  facilities 
through  charges  to  veterans  receiving  services.  In  contrast,  in  1990  VA  offset  less 
than  one-tenth  of  1  percent  of  its  costs  through  beneficiary  copayments.  Targeting 
of  long-term  care  benefits  could  be  improved  by  increasing  cost-sharing  for  VA  nurs- 
ing home  care  by  (1)  adopting  cost-sharing  requirements  similar  to  those  imposed 
by  most  state  veterans'  homes  and  (2)  implementing  an  estate  recovery  program 
similar  to  those  operated  by  many  States  under  their  Medicaid  programs.  CBO  has 
estimated  that  over  $1.9  billion  could  be  saved  over  5  years  if  VA  recovered  50  per- 
cent of  its  costs  for  providing  nursing  home  and  domdciliary  care  through  these 
measures. 

Crop  price  supports  could  be  better  targeted  to  aid  individual  farmers  actively  en- 
gaged in  farming  as  was  their  original  intent.^i  Change  is  needed  because  price  sup- 
ports have  increasingly  gone  to  large  farming  operations,  despite  Federal  efforts  to 
limit  such  pa)anents.  Reducing  the  maximum  pajTnent  and  targeting  it  to  individ- 
uals actively  engaged  in  farming  would  reduce  Federal  costs.  If  the  Congress  wants 
to  further  tighten  payment  limits  as  a  means  to  reduce  program  costs,  one  option 
would  be  to  limit  pajonents  to  $50,000  per  individual  and  only  provide  benefits  to 
individuals  actively  engaged  in  farming.  CBO  has  estimated  that  this  would  save 
$457  million  over  5  years. 

Targeting  of  tax  expenditures  could  be  improved  as  well.  For  example.  Industrial 
Development  Bonds  [IDB]  and  Qualified  Mortgage  Bonds  [QMB]  issued  by  State 
and  local  governments  or  governmental  authorities  could  be  better  targeted.  IDB's 
finance  capital  projects,  such  as  manufacturing  facilities.  QMB's  are  used  to  allow 
homebuyers  to  receive  below-market  rates  on  their  mortgages.  Interest  earned  by 
investors  on  IDB's  and  QMB's  is  exempt  from  Federal  taxes.  We  found  that  (1)  the 
job  creation  attributed  to  IDB  projects  would  likely  have  occurred  without  the  issu- 
ance of  these  bonds,  (2)  there  is  no  evidence  to  support  the  contention  that  IDB's 
achieve  significant  public  benefits,  and  (3)  most  developers  said  they  would  have 
proceeded  with  their  projects  even  without  the  subsidy.  Similarly,  we  have  found 
that  QMB's  (1)  do  little  to  increase  homeownership,  (2)  are  usually  provided  to  those 
who  do  not  need  them,  and  (3)  are  not  cost-effective. ^2  To  improve  the  efficiency  of 
these  tax  expenditures,  IDB's  could  be  limited  to  distressed  areas  or  startup  compa- 
nies. Similarly,  QMB's  could  be  limited  to  homebuyers  who  could  not  reasonably 
qualify  for  conventional  financing. 

Improving  efficiency 

I  would  like  to  move  now  to  our  third  theme  in  the  framework,  improving  effi- 
ciency, which  focuses  on  delivery  methods  and  performance — how  government  does 
its  work.  Under  the  broad  theme  of  improving  efficiency  are  the  following  four  gen- 
eral areas  of  change: 

Making  specific  changes  in  particular  programs  to  reduce  duplication  and  overlap, 
streamline  delivery  of  service,  or  otherwise  reduce  the  cost  of  service  provision; 

Reducing  the  opportunities  for  fraud  and  waste  by  improving  program  design  and 
management  controls  for  critical  government  functions; 

Reengineering  operations  by  making  wiser  investments  in  modern  information 
technology  that  improve  services  and  reduce  costs;  and 

Improving  the  design  of  subsidy  tools  used  to  engage  third  parties  in  Federal  pro- 
grams. 


29  "Addressing  the  Deficit:  Budgetary  Implications  of  Selected  GAO  Work  for  Fiscal  Year  1996" 
(GAO/OCG-95-2,  March  15,  1995). 

30  "VA  Health  Care:  Potential  for  Offsetting  Long-Term  Care  Costs  Through  Estate  Recovery" 
(GAO/HRD-93-68,  July  27,  1993)  and  "VA  Health  Care:  Offsetting  Long-Term  Care  Cost  By 
Adopting  State  Copayment  Practices"  (GAO/HRr)-92-96,  August  12,  1992). 

31  "Agriculture  Payments:  Number  of  Individuals  Receiving  1990  IDeficiency  Payments  and  the 
Amounts"  (GAO/RCED-92-163FS,  April  27,  1992)  and  "Agriculture  Payments:  Effectiveness  of 
Efforts  to  Reduce  Farm  Payments  Has  Been  Limited"  (GAO/RCED-92-2,  December  5,  1991). 

32  "Industrial  Development  Bonds:  Achievement  of  Pubhc  Benefits  Is  Unclear"  (GAO-RCED- 
93-106,  April  22,  1993)  and  "Home  Ownership:  Targeting  Assistance  to  Buyers  Through  Quali- 
fied Mortgage  Bonds"  (GAO/RCED-88-190BR,  June  27,  1988). 
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Specific  program  changes 

We  have  reported  on  the  overlap  and  duplication  that  appears  to  exist  in  Federal 
employment  and  training  programs. ^^  We  identified  163  programs  and  ftinding 
streams  spread  across  15  departments  and  agencies  that  provide  employment  and 
training  assistance  costing  the  government  about  $20  billion  annually.  Many  of 
these  programs  have  simflar  goals  and  provide  similar  services  to  similar  popu- 
lations using  separate,  vet  parallel,  delivery  structures.  Efficiencies  resulting  from 
consolidating  some  of  these  programs  could  be  expected  to  reduce  administrative 
costs.  CBO  has  estimated  that  if  funding  for  these  programs  were  reduced  by  10 
percent  each  year  as  part  of  a  consolidation  effort,  the  5-year  cost  savings  from  both 
direct  and  discretionary  programs  could  exceed  $2.2  billion. 

The  number  and  quality  of  Social  Security  continuing  disability  reviews  should  be 
increased.  Between  1987  and  1994,  the  Social  Security  Administration  [SSA]  com- 
pleted less  than  half  the  disability  reviews  required  by  law.  Such  reviews  often  find 
that  Disability  Income  [DI]  beneficiaries  are  no  longer  disabled  and  may  be  removed 
from  the  rolls.  We  believe  that  SSA  should  continue  to  examine  ways  to  increase 
the  number  of  continuing  disability  reviews  [CDR's].  About  $1.7  billion  in  savings — 
net  of  the  increased  costs  for  more  CDR's — are  possible  by  eliminating  the  review 
backlog  in  the  DI  program.  These  savings  are  based  on  SSA's  estimate  that  CDR's 
would  terminate  3  percent,  after  appeals,  of  the  cases  reviewed  where  medical  im- 
provement was  expected  or  possible  and  that  each  termination  would  save  an  aver- 
age of  $90,000  in  cash  and  medical  benefits  that  would  have  been  received  over  the 
average  length  of  stay  on  the  roUs.^"* 

In  1992,  people  who  were  not  entitled  to  benefits,  or  not  entitled  to  the  level  of 
benefits  provided,  received  an  estimated  $4.7  billion  in  benefit  overpayments  bv 
three  of  the  Nation's  largest  welfare  programs — ^AFDC,  Food  Stanip,  and  Medicaid. 
These  overpayments  represented  about  4  percent  of  the  total  benefits  paid  by  these 
programs.  Some  States  do  a  better  job  of  recovering  overpayments  than  others  be- 
cause they  use  a  broader  array  of  practices  or  tools,  including  more  timely  efforts 
to  verify  potential  overpajonents  and  establishing  claims  for  overpayments  on  more 
difficult  cases,  such  as  those  involving  clients  who  subsequently  moved  out  of  State. 
If  all  States  had  recovered  overpayment  at  the  same  rate  as  the  high-performing 
States  we  studied,  we  estimated  that  an  additional  $262  million  comd  potentially 
have  been  recovered  in  1992,  the  year  used  for  our  analysis.^^ 

The  Census  Bureau  should  pursue  several  cost-saving  options  to  reduce  the  cost 
of  the  2000  decennial  census.  These  options  include  simplifying  and  streamlining 
the  census  questionnaire,  using  multiple  mail  contacts,  using  the  Postal  Service  to 
identify  vacant  and  invalid  addresses,  and  gathering  data  on  only  a  sample  of 
nonresponding  households.^^  CBO  has  estimated  that  using  sampling  for 
nonresponse  lollowup  and  incorporating  other  changes  could  result  in  5-year  savings 
of  about  $826  million. 

The  efficiency  of  State  automated  welfare  systems  would  be  improved  if  problems 
we  have  identified  in  these  kinds  of  systems  are  corrected  early  in  the  development 
process  and  there  is  better  system  integration  and  use  of  models  to  guide  State  de- 
velopment. Ineffective  oversight  of  State-developed,  but  federally  subsidized,  sys- 
tems has  resulted  in  systems  that  do  not  work  or  do  not  meet  Federal  requirements. 
Moreover,  even  though  millions  of  dollars  have  been  spent,  the  benefits  oi  these  sys- 
tems in  reducing  administrative  costs  and  mistakes  have  not  been  determined.^"' 

Centralizing  the  DOE  procurement  of  laboratory  testing  services  in  a  similar 
manner  to  that  used  by  the  Environmental  Protection  Agency  [EPA]  would  improve 


33  "Multiple  Employment  Training  Programs:  Major  Overhaul  Is  Needed  to  Create  a  More  Ef- 
ficient, Customer-Dnven  System"  (GAO/T-HEHS-95-70,  February  6,  1995)  and  "Multiple  Em- 
ployment Training  Programs:  Overlap  in  Programs  Raises  Questions  About  Efficiency^  (GAO/ 
HEHS-94-193,  July  11,  1994). 

3*  "Social  Security  Disability:  Management  Action  and  Program  Redesign  Needed  to  Address 
Long-Standing  Problems"  (GAO/T-HEHS-95-223,  August  3,  1995);  '^Disability  Insurance: 
Broader  Management  Focus  Needed  to  Better  Control  Caseload  Growth"  (GAO/T-HEHS-95- 
164,  May  23,  1995);  "Social  Security:  Federal  Disability  Programs  Face  Major  Issues"  (GAO/T- 
HEHS-95-97,  March  2,  1995);  and  "Social  Security:  New  Continuing  Disability  Review  Process 
Could  Be  Enhanced"  (GAO/HEHS-94-118,  June  27.  1994). 

3s  "Welfare  Benefits:  Potential  to  Recover  Hundreds  of  Millions  More  in  Overpayments"  (GAO/ 
HEHS-95-111,  June  20,  1995)  and  "Benefit  Overpayments:  Recoveries  Could  Be  Increased  in 
the  Food  Stamp  and  AFDC  Programs"  (GAO/RCED-86-17,  March  14,  1986). 

36  "Decennial  Census:  1995  Test  Census  Presents  Opportunities  to  Evaluate  New  Census-Tak- 
ing Methods"  (GAO/T-GGD-94-136,  September  27,  1994)  and  "Decennial  Census:  Promising 
Proposals,  Some  Progress,  But  Challenges  Remain"  (GAO/T-GGD-94-80,  January  26,  1994). 

^'"Automated  Welfare  Systems:  Historical  Costs  and  Projections"  (GAO/AIMD-94-52FS,  Feb- 
ruary 25,  1994)  and  "Welfare  Programs:  Ineffective  Federal  Oversight  Permits  Costly  Automated 
System  Problems"  (GAO/IMTEC-92-29,  May  27,  1992). 
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the  efficiency  of  DOE's  operations.  Both  DOE  and  EPA  are  responsible  for  large  en- 
vironmental cleanup  efforts  and  both  contract  for  analyses  of  hazardous  contami- 
nants. Under  its  decentralized  procurement  approach,  DOE  pays  higher  prices  to  its 
commercial  laboratories  than  EPA  does  for  the  same  analyses  and  methods,  partly 
because  decentralized  purchasing  practices  do  not  produce  volume  discounts.  Also, 
DOE's  decentralized  approach  results  in  duplication  of  contractor  efforts  in  the 
award  and  management  of  commercial  laboratory  subcontracts,  which  adds  ineffi- 
ciencies and  increases  administrative  costs.  CBO  has  estimated  that  by  centralizing 
its  laboratory  analyses,  DOE  could  save  about  $280  million  over  5  years.^^ 

Duplication  could  be  reduced  and  operations  streamlined  through  a  collaborative 
Federal  land  management  strategy.  Four  primary  Federal  agencies — the  National 
Park  Service,  the  Bureau  of  Land  Management,  tne  Fish  and  Wildlife  Service,  and 
the  Forest  Service — all  have  responsibility  for  Federal  lands.  Considerable  opportu- 
nities exist  for  economies  and  efficiencies  by  combining  and  consolidating  fiela  loca- 
tions, programs,  and  activities,  and  reconsidering  agency  roles  mission.^s 

Eliminating  fraud  and  abuse 

Fundamental  management  problems  have  needlessly  caused  the  government  to 
lose  billions  of  dollars  and  miss  huge  opportunities  to  achieve  Federal  objectives  at 
less  cost  and  improved  quality.  Our  high-risk  series  has  identified  key  areas  where 
critical  governmental  responsibilities  are  vulnerable  to  fraud,  abuse,  and  higher 
costs.'**'  Inefficient,  wasteful,  and  abusive  spending  practices  have  flourished  in  an 
environment  of  weak  internal  controls  where  reliable  information  is  not  available 
to  ensure  accountability  and  provide  effective  oversight. 

At  the  heart  of  these  high-risk  situations  is  a  lack  of  fundamental  accountability, 
which  has  led  to  pervasive  management  weaknesses  throughout  government,  many 
persisting  for  years.  A  common  response  to  the  waste  and  inefficiency  in  government 
is  across-the-board  reductions,  but  the  danger  in  this  approach  is  that  accountability 
can  be  weakened  even  further.  For  example,  staff  may  be  cut,  but  responsibilities 
remain. 

We  have  identified  six  broad  high-risk  categories  that  require  concerted  attention 
by  the  Congress  and  agencies  over  the  next  several  years.  These  categories  include 
the  following: 

Providing  for  accountability  and  cost-effective  management  of  defense  programs; 

Ensuring  all  revenues  are  collected  and  accounted  for  by  the  Internal  Revenue 
Service  [IRS]; 

Obtaining  an  adequate  return  on  multibillion  dollar  investments  in  information 
technology; 

Controlling  Medicare  claims  fi*aud  and  abuse; 

Minimizing  loan  program  losses,  which  is  especially  important  given  that  the  Fed- 
eral Government  is  this  country's  largest  source  of  credit;  and 

Improving  management  of  Federal  contracts  at  civilian  agencies  to  ensure  that 
the  government  gets  what  it  pays  for. 

A  more  specific  and  indepth  discussion  of  these  areas  will  be  provided  in  future 
testimony  before  this  committee. 

Missed  opportunities  in  technology  improvements 

Today's  information  technology  offers  unprecedented  opportunities  to  improve  the 
delivery  of  government  services  and  reduce  future  program  costs.  Unfortunately,  the 
government  has  not  been  able  to  take  full  advantage  of  these  opportunities.  The  re- 
sult has  been  wasted  resources  and  a  frustrated  public  unable  to  get  quality  service. 
Despite  an  estimated  $200-billion  investment  over  the  last  12  years,  Federal  infor- 
mation systems  projects  are  frequently  developed  late,  fail  to  work  as  planned,  and 
cost  millions — even  hundreds  of  millions — more  than  expected.  For  example: 

Despite  having  spent  or  obligated  over  $2.5  billion  on  IRS'  $8  billion  Tax  System 
Modernization  [TSM]  initiative,  the  overall  design  of  TSM  remains  incomplete.  Fur- 
thermore, IRS  continues  to  automate  existing  functions,  even  though  there  has  been 
little  demonstration  of  how  it  will  improve  tax  processing. '*^ 


38  "Addressing  the  Deficit:  Budgetary  Implications  of  Selected  GAO  Work  for  Fiscal  Year  1996" 
(GAO/OCG-95-2,  March  15,  1995). 

3®  "Forest  Service  Management:  Issues  to  Be  Considered  in  Developing  a  New  Stewardship 
Strategy"  (GAO/T-RCED-94-116,  February  1,  1994)  and  "Forestry  Functions:  Unresolved  Issues 
Affect  Forest  Service  and  BLM  Organizations  in  Western  Oregon'*^ (GAO/RCED-94-124,  May  17, 
1994). 

*oSee  "High-Risk  Series:  An  Overview"  (GAO/HR-95-1,  February  1995). 

■*i'Tax  System  Modernization:  Management  and  Technical  Weaknesses  Must  Be  Corrected  If 
Modernization  Is  to  Succeed"  (GAO/AIMD-95-156,  July  26,  1995)  and  "Tax  System  Moderniza- 
tion: Unmanaged  Risks  Threaten  Success"  (GAO/T-AIMD-95-86,  February  16,  1995). 


19 

The  Veterans  Benefit  Administration's  $680-million  modernization  effort  to  speed 
processing  of  veterans'  compensation  claims  could  potentially  eliminate  only  6  to  12 
of  the  average  151  days  currently  needed  to  process  an  original  compensation 
claim. '*2 

The  Federal  Government  will  never  be  able  to  greatly  improve  its  operations  and 
services  to  taxpayers  unless  it  takes  better  advantage  of  the  tremendous  opportuni- 
ties offered  by  modern  information  technology.  Proposed  legislation  on  information 
technology  management  reform  contained  in  the  fisceil  year  1996  Department  of  De- 
fense [DOD]  authorization  bill  offers  many  constructive  ways  to  strengthen  the  gov- 
ernment's management  of  information  and  technology.^^  This  proposed  legislation 
would  require  the  appointment  of  a  chief  information  officer  in  each  agency;  man- 
date planning  processes  to  select,  control,  and  evaluate  the  results  of  major  informa- 
tion system  investments;  simplify  the  acquisition  of  information  technology;  -nd  in- 
tegrate technology  plans  with  the  agencies'  strategic  and  annual  performance  plans 
required  under  tne  Government  Performance  Results  Act.  These  and  other  provi- 
sions in  the  bill  could  help  reduce  the  many  low-value,  high-risk  information  sys- 
tems projects  that  continue  to  be  developed  at  great  expense  without  fully  applying 
modern  management  practices.  Finally,  the  Paperwork  Reduction  Act  of  1995  can 
also  help  agencies  perform  critical  strategic  information  planning  activities  and  ac- 
quire technology. 

Design  of  subsidy  tools  is  critical  to  effective  implementation 
Over  the  past  30  years,  the  major  burden  of  implementing  Federal  programs  has 
been  borne  oy  third  parties— State  and  local  governments,  private  nonprofit  agen- 
cies, and  private  corporations — whose  participation  is  engaged  through  a  variety  of 
subsidy  tools,  such  as  grants,  loans,  and  tax  expenditures.  The  actions  or  inactions 
of  these  non-Federal  actors  have  as  much,  or  more,  to  do  with  the  effectiveness  of 
most  Federal  programs  as  the  management  of  the  Federal  agencies  themselves. 

However,  all  too  often,  the  design  and  implementation  of  these  subsidy  tools  has 
left  much  to  be  desired.  The  consequences  include  uneven  implementation  of  Fed- 
eral program  objectives  across  the  country  by  third  parties  with  varjdng  interests 
and  support  for  Federal  objectives.  Scarce  Federal  resources  are  also  wasted  wh°n 
Federal  subsidies  provide  windfalls  to  recipients  who  would  have  engaged  in  the  ac- 
tivity anyway.  And  Federal  subsidies,  particularly  insurance  and  grant  programs, 
have  often  prompted  a  form  of  moral  hazard  in  which  the  recipient  is  actually  in- 
duced to  increase  their  exposure  to  risks  or  reduce  their  own  financial  effort. 

These  kinds  of  subsidies,  then,  can  become  "leaky  buckets"  where  the  impact  of 
the  Federal  dollar  is  fully  or  partially  lost  as  it  is  transmitted  through  the  netv, ork 
of  third-party  recipients.  Mr.  Chairman,  we  will  provide  more  indepth  information 
on  and  examples  of  these  problems  from  our  work  in  your  future  hearings. 

FOCUSING  ON  THE  LARGE  OR  GROWING  AREAS  OF  THE  BUDGET 

No  discussion  of  deficit  reduction  would  be  complete  without  discussing  i'.eaith 
care.  Social  Security,  and  defense — three  of  the  largest  areas  of  Federal  spt  nding. 
Gramm-Rudman-Hollings  failed  to  reduce  the  deficit  in  part  because  it  did  not  fully 
address  the  drivers  of  the  deficit.  Similarly,  the  Budget  Enforcement  Act,  while  suc- 
cessful in  limiting  discretionary  spending  and  curbing  program  expansions,  does  nr.t 
address  the  existing  structure  of  major  entitlement  programs. 

Moreover,  the  long-term  sustainability  of  deficit  reduction  can  be  undermined  if 
the  long-term  drivers  are  not  fully  addressed.  Even  if  a  balanced  budget  is  ach^^ved 
early  in  the  next  century,  deficits  could  reemerge  if  cost  growth  in  health  cs'  e  and 
Social  Security  remain  unchecked.  Our  long-term  model  shows  that  if  a  baianced 
budget  is  achieved  by  2002  without  changing  the  growth  path  of  health  care  f  r  So- 
cial Security,  the  deficit  would  increase  again  in  the  following  years.  Although  de- 
fense is  not  expected  to  significantly  increase  in  the  next  several  years,  cost  pi«?s- 
sures  will  nonetheless  make  it  difficult  to  afford  the  plans  and  program.s  suggested 
by  the  current  defense  strategy. 

Health  care  and  Social  Security 

Medicare  and  Medicaid  are  particularly  volatile  programs  whose  spending  has 
been  rising  faster  than  the  rate  of  GDP  growth,  placing  serious  pressure  on  other 
areas  of  the  budget  now  and  jeopardizing  our  ability  to  meet  future  commitments. 
The  1996  budget  resolution  reflects  the  fact  that  Medicare  and  Medicaid  must  be 


42  "Government  Reform:  Using  Reengineering  and  Technology  to  Improve  Governireut  Per- 
formance" (GAO/T-OCG-95-2,  February  2,  1995). 

*3  "Government  Reform:  Legislation  Would  Strengthen  Federal  Management  of  Information 
and  Technology"  (GAO/T-AIMD-95-205,  July  25,  1995). 
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part  of  any  solution  to  the  deficit  problem.  Our  simulations  suggest  that  Medicare 
and  Medicaid's  share  of  the  economy  could  more  than  triple,  from  3.7  percent  of 
GDP  in  1994  to  12.1  percent  in  2025  assuming  no  action  is  taken.  Addressing  health 
care  as  part  of  deficit  reduction  has  the  advantage  of  yielding  greater  savings  over 
the  long  term  due  to  its  rapid  projected  growth. 

Over  the  long  term,  the  problem  goes  deeper  and  reflects  the  aging  of  our  popu- 
lation. The  continuing  growth  of  the  program  and  the  need  to  accommodate  the  com- 
ing onslaught  of  baby  boomers  demonstrates  the  need  for  serious  cost  containment 
and  program  reform. 

New  approaches  and  perspectives  will  be  needed.  Delivery  approaches  to  health 
care  in  America  are  currently  being  reassessed,  and  any  changes  to  Medicare  and 
Medicaid  will  need  to  be  a  part  of  these  efforts.  With  respect  to  Medicare,  the  man- 
ner in  which  the  vast  majority  of  beneficiaries  obtains  services  mirrors  indemnity 
plans  that  began  to  lose  their  dominant  position  a  decade  ago.  By  contrast,  today 
within  the  private  health  insurance  market,  upwards  of  50  percent  of  the  insured 
participate  in  one  form  or  another  of  managed  care.  Traditional  fee-for-service  cre- 
ates the  incentive  for  providers  to  oversupply  services.  Managed  care  systems — espe- 
cially those  that  deliver  care  in  exchange  for  a  fixed,  prepaid  amount — significantly 
change  these  incentives  and  offer  potential  for  reduced  costs.  However,  translating 
these  cost  savings  into  Federal  budget  savings  will  require  skillful  design  of  how 
Medicare  pays  these  health  plans.  Moreover,  issues  of  access  and  adequacy  of  serv- 
ice will  also  need  to  be  addressed  more  successfully  than  in  the  past. 

In  addition  to  its  reliance  on  fee-for-service.  Medicare  is  often  constrained  in  using 
market  forces  to  control  program  costs.  The  Health  Care  Financing  Administration 
[HCFA]  is  generally  unable  to  negotiate  with  providers  for  discounts,  promptly 
change  prices  to  match  those  available  in  the  market,  or  competitively  bid  prices 
for  widely  used  items  such  as  pacemakers,  intraocular  lenses,  and  wheelchairs.  As 
a  result.  Medicare  often  pays  higher  prices  than  other  large  payers  for  many  serv- 
ices and  supplies.'*'*  CFA  also  cannot  provide  incentives  to  recognize  providers  meet- 
ing utilization,  price,  or  quality  standards,  or  to  penalize  those  who  do  not. 

Overall,  we  believe  a  viable  strategy  for  remedying  the  program's  weaknesses  in- 
cludes adapting  the  health  care  management  approach  of  private  payers  to  Medi- 
care's public  payer  role.  Such  a  strategy  would  include,  at  the  least,  more  competi- 
tively developed  payment  rates,  enhanced  fraud  and  abuse  detection  efforts,  and 
more  rigorous  criteria  for  granting  health  care  providers  authorization  to  bill  the 
program. 

For  Medicaid,  too,  changes  are  afoot.  Although  program  spending  ^owth  has  re- 
cenlly  slowed,  Medicaid  growth  outpaces  that  of  most  major  items  in  the  Federal 
budget  and,  without  modification,  spending  is  likely  to  double  over  the  next  5  to  7 
years.  Pressures  for  cost  containment  also  affect  the  States,  some  of  which  have 
useti  waivers  to  implement  managed  care  systems  for  their  programs.  However, 
some  of  the  savings  from  managed  care  waivers  have  been  employed  to  expand  cov- 
erage to  individuals  not  normally  eligible  for  Medicaid.  As  I  testified  before  this 
comnxittee  several  months  ago,  if  the  authority  to  grant  these  waivers  continues,  the 
Congress  should  be  involved  in  considering  whether  any  such  savings  should  be 
used  for  program  expansion  or  budgetary  control. 

Currently,  the  Congress  is  considering  restructuring  the  Medicaid  program  to 
moderate  disparities  across  States  and  limit  Federal  budgetary  exposure.  This  is  a 
fundamental  policy  decision  for  the  Congress  that  involves  many  important  implica- 
tions for  States,  beneficiaries,  and  providers.  Careful  monitoring  and  evaluation  will 
be  important  to  provide  the  Congress  with  reliable  and  consistent  information  on 
the  impacts  of  any  shift  in  authority  and  funding.  Changes  in  how  Federal  aid  is 
alJocated  should  also  be  considered  to  help  compensate  for  some  of  the  existing  dis- 
parities among  States  in  program  coverage,  services,  and  fiscal  burdens  borne  by 
State  taxpayers. 

The  Social  Security  program  is  now  the  single  largest  Federal  program.  Although 
the  program  is  expected  to  grow  at  about  the  same  rate  as  the  economy  over  the 
next  10  years  and  is  currently  contributing  a  surplus,  Social  Security  faces  a  longer- 
term  problem  that  needs  attention.  The  program  is  projected  to  start  running  a  cash 
deficit  starting  in  2013  as  the  baby  boomers  begin  to  retire,  and  the  fund  itself  is 
expected  to  deplete  all  of  its  reserves  of  Treasury  securities  by  2030.  Action  to  rein- 
state an  actuarially  balanced  Social  Security  system  must  begin  soon  to  permit  the 
phasing  that  will  give  future  beneficiaries  time  to  adjust  their  financial  plans.  Our 
examination  of  other  Nations'  deficit  reductions  found  that  similar  phased  strategies 


**For  further  discussion  of  these  issues,  see  "Medicare  Claims"  (GAO/HR-95-8,  February 
1395)  and  "Medicare:  Modem  Management  Strategies  Could  Curb  Fraud,  Waste,  and  Abuse" 
(GAO/T-HEHS-95-227,  July  31,  1995). 
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were  important.''^  The  United  Kingdom,  for  example,  scaled  back  benefits  in  one  of 
its  public  pension  programs  by  phasing  in  the  change  over  the  longer  term;  although 
few  savings  were  achieved  in  the  short  run,  by  2021  the  program's  costs  are  ex- 
pected to  have  fallen  by  50  percent  compared  with  pre-reform  estimates.  Phased- 
in  program  changes  that  facilitate  societal  adjustments  call  for  a  longer-term  budget 
horizon  than  the  Federal  Government  has  traditionally  adopted. 

Moreover,  as  long  as  the  government  is  running  a  deficit,  the  surpluses  earned 
by  the  Social  Security  program  will  go  to  subsidize  ongoing  government  programs 
and  operations.  Until  the  deficit  is  eliminated,  these  surpluses  will  not  achieve  their 
purpose  of  boosting  national  savings  and  long-term  growth  to  better  enable  the  next 
generations  to  pay  for  the  baby  boomers'  Social  Security  benefits. 

National  defense 

Since  national  defense  will  continue  to  be  a  high  Federal  priority  in  an  increas- 
ingly constrained  fiscal  environment,  I  believe  that  it  is  essential  to  spend  wisely 
and  in  a  way  that  addresses  both  immediate  and  long-term  concerns.  Within  ihe 
overall  funding  levels  provided  by  the  budget  resolution,  there  is  substantia!  room 
for  savings  and  enhanced  performance  through  more  effective  acquisition  of  weapon 
systems,  increased  efficiencies  in  operations,  and  improvements  in  financial  man- 
agement within  the  Department. 

Mr.  Chairman,  since  the  mid-1980's  we  have  reported  that  DOD  has  had  an  im- 
balance between  programs  and  projected  funds. -^^  This  imbalance  tends  to  obscure 
defense  priorities  and  delay  tough  decisions  and  tradeoffs.  The  imbalance  stems 
from  the  fact  that  DOD  has  used  overly  optimistic  planning  assumptions.  When 
these  assumptions  confront  budgetary  realities,  the  result  is  stretchouts  and  pro- 
gram terminations.  In  July  1994,  we  reported  that  the  imbalance  between  projected 
programs  and  funds  in  the  1995  Future  Years  Defense  Plan  [FYDP]  could  exceed 
$150  billion.'*''  Some  of  that  imbalance  is  being  addressed  by  additional  funds  from 
the  administration  and  the  Congress.  However,  it  is  clear  that  there  will  continue 
to  be  budgetary  pressures  on  defense  spending  over  the  coming  decade. 

A  new  pressure  involves  the  recapitalization  of  military  equipment  and  weapon 
systems.  The  1996  DOD  procurement  budget  request  is  $39.4  billion,  which,  when 
adjusted  for  inflation,  is  a  decline  of  71  percent  from  the  high  water  mark  in  1985. 
Concerns  have  been  raised  about  the  present  low  level  of  procurement  and  the  need 
to  replace  or  upgrade  weapon  systems  to  maintain  an  effective  and  modern  tbrce. 
DOD  plans  to  reverse  this  decline  and  increase  its  procurement  budgets  starting  in 
fiscal  year  1997.  The  procurement  accounts  are  projected  to  increase  in  budget  au- 
thority by  almost  $19  billion  from  fiscal  years  1996  to  2001.  If  Defense  budgets  can- 
not be  increased  by  this  amount,  this  increase  will  have  to  come  from  other  DOD 
programs  or  the  procurement  plan  would  have  to  be  changed."*^ 

We  have  identified  other  significant  opportunities  for  additional  savings  and  re- 
duced costs  across  a  number  of  important  defense  programs  and  operations.  In  our 
report,  "Addressing  the  Deficit:  Budgetary  Implications  of  Selected  GAO  Work  for 
Fiscal  Year  1996,"  we  identified  about  30  options  for  reducing  spending  that  were 
related  to  national  defense. 

For  example,  we  have  reported  over  the  years  on  the  persistent  problems  that 
have  plagued  weapons  acquisition.  Many  new  weapons  cost  more,  are  less  capable 
than  anticipated,  and  experience  schedule  delays.  Moreover,  the  need  for  some  of 
these  costly  weapons  is  questionable,  particularly  since  the  collapse  of  the  Soviet 
Union.49 

One  example  is  the  production  of  F-22  fighter  aircraft.  Since  the  F-22  program 
entered  full-scale  development  in  1991,  the  severity  of  projected  military  threat  in 
terms  of  quantities  and  capabilities  had  declined.  However,  DOD  is  still  currently 
planning  to  procure  a  significant  number  of  aircraft  before  completing  operational 
tests  and  evaluations,  thereby  increasing  the  cost,  schedule,  and  performance  risks 


*6"Deficit  Reduction:  Experiences  of  Other  Nations"  (GAO/AIMD-95-30,  December  13,  1994). 

■^^See  "Defense  Programs  And  Spending:  Need  for  Reforms"  (GAO/T-NSIAD-95-149,  April  27, 
1995);  Roles  And  Functions:  Assessment  of  the  Chairman  of  the  Joint  Chiefs  of  Staff  Report 
(GAO/NSIAD-93-200,  July  15,  1993);  and  Underestimation  of  Funding  Requirements  in  Five- 
Year  Procurement  Plans  (GAO/NSIAD-84-88,  March  12,  1984). 

'•'' "Future  Years  Defense  Program:  Optimistic  Estimates  Lead  to  Billions  in 
Overprogramming"  (GAO/NSIAD-94-210,  July  29,  1994). 

^^'Tuture  Years  Defense  Program:  1996  Program  Is  Considerably  Different  From  tlie  1995 
Program"  (GAO/NSIAD-95-213,  expected  September  1995). 

*^For  a  summary  of  these  issues  see  "Defense  Weapons  Systems  Acquisition"  (GAO/HR-95- 
4,  February  1995). 
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within  the  system.^"  Another  example  is  the  B-2  bomber.  We  recently  reported  that 
aftei  14  years  of  development  and  evolving  mission  requirements,  including  6  years 
of  flight  testing,  the  Air  Force  has  yet  to  demonstrate  that  the  B-2  design  will  meet 
some  of  its  most  important  mission  requirements.^^  We  have  also  raised  serious 
questions  about  the  Hunter  Unmanned  Aerial  Vehicle,^^  the  F/A-18E/F  fighter.^a 
and  the  C-17  military  transport.^"* 

Other  opportunities  for  savings  and  efficiencies  exist.  For  example,  concerning 
roles  and  missions  of  the  services,  these  opportunities  include  (1)  using  less  costly 
options  for  satisfying  forward  presence  requirements,  (2)  replacing  active  support 
force'-  with  reserve  support  forces,  and  (3)  providing  depot  maintenance  through 
cross  servicing,  reducing  excess  capacity  within  the  depots,  and  increased  use  of  the 
private  sector. 

Reducing  infrastructure  costs  is  important  to  make  the  defense  program  more  af- 
fordable. DOD  stated  in  its  Bottom-Up  Review  report  that  $160  billion,  or  approxi- 
matplv  59  percent,  of  its  total  obligational  authority  for  fiscal  year  1994  was  re- 
quired to  fund  infrastructure  activities  and  that  a  key  defense  objective  was  to  re- 
duce this  infrastructure.  Our  work  shows  that,  on  the  basis  of  current  program 
plans,  infrastructure  funding,  as  a  percent  of  DOD's  total  budget,  stays  relatively 
stable  through  2001  and  shows  no  improvement  over  the  59  percent  reported  earlier 
by  DOD  This  occurs  because  the  infrastructure  savings  that  have  occurred  from 
base  closures  and  realignments  have  been  offset  by  increases  in  other  infrastructure 
aress  such  as  family  housing  and  operations  and  maintenance. 

In  the  area  of  inventory  management,  notwithstanding  the  sizable  force  structure 
change  in  recent  years,  DOD's  inventory  funding  levels  have  remained  constant, 
^^'itll  the  military  services  spending  about  $25  billion  annually.  While  we  have  seen 
some  improvements  over  the  past  several  years,  DOD  continues  to  waste  billions  of 
dollars  buying,  maintaining,  and  storing  supplies  that  are  no  longer  needed.^^ 

Lastly,  DOD  has  suffered  from  longstanding  problems  in  the  area  of  financial 
management.  It  has  been  perennially  unable  to  provide  adequate  stewardship  over 
taxpayers'  moneys  or  assets.  The  services  so  far  have  been  incapable  of  complying 
witn  the  Chief  Financial  Officers  Act,  which  requires  the  production  of  auditaTble  fi- 
nancial statements.  Financial  management  problems  are  manifested  in  the  $25  bil- 
lion in  vendor  payments  that  cannot  be  matched  to  supporting  documentation,  bil- 
lions in  overpajonents  voluntarily  returned  by  contractors,  and  $11  million  in  pay- 
ments to  unauthorized  persons — almost  $8  million  in  improper  military  payroll  pay- 
men  is  as  of  March  1994  and  $3  million  in  false  claims  by  a  former  Military  Sealift 
Command  supply  officer.  Until  DOD's  antiquated  financial  systems  are  fixed,  over- 
head costs  will  continue  to  be  excessive  and  decisionmakers  will  continue  to  receive 
inaccurate  and  unreliable  information.^^ 

IMPROVING  TOOLS  AND  SYSTEMS  TO  IMPROVE  DECISIONMAKING 

Targeting  cuts  to  the  weak  claims  in  the  budget  is  only  part  of  what  we  need  to 
do  to  make  government  work  better.  Making  the  tough  choices  to  reduce  the  deficit 
is  never  easy.  But  the  challenge  is  exacerbated  by  the  general  absence  of  good  infor- 
mation on  the  effectiveness,  performance,  and  costs  of  our  programs  and  operations. 

Reducing  the  deficit  is  an  ongoing  process  that  will  unfold  over  a  number  of  years. 
Decisionmakers  need  better  tools  and  information  to  help  them  determine  the  areas 
where  cuts  are  most  appropriate  and  where  wiser  investments  can  yield  the  greatest 
benefits  in  relation  to  tne  costs.  To  do  this,  significant  improvements  are  needed  in 


^"'Tactical  Aircraft:  Concurrency  in  Development  and  Production  of  F-22  Aircraft  Should  Be 
Reduced"  (GAO/NSIAD-95-59,  April  19,  1995). 

6i"B-^  Bomber:  Status  of  Cost,  Development,  and  Production"  (GAO/NSIAD-95-164,  August 
4,  1995  >  and  "B-2  Bomber:  Cost  to  Complete  20  Aircraft  Is  Uncertain"  (GAO/NSLAD-94-217, 
September  8,  1994). 

''^"UniPflnned  Aerial  Vehicles:  No  More  Hunter  Systems  Should  Be  Bought  Until  Problems 
Are  Fixed'  (GAO/NSLAD-95-52,  March  1,  1995)  and  "Unmanned  Aerial  Vehicles:  Performance 
of  Short-Range  System  Still  in  Question"  (GAO/NSL\D-94-65,  December  15,  1993). 

""Naval  Aviation:  F/A-18E/F  Acquisition  Strategy"  (GAO/NSIAD-94-194,  August  18,  1994) 
and  "Naval  Aviation:  Consider  All  Alternatives  Before  Proceeding  With  the  F/A-18E/F"  (GAG/ 
NSLV,'VP3-I44,  August  27,  1993). 

5*  "C-17  Aircraft:  Cost  and  Performance  Issues"  (GAO/NSLA.D-95-26,  January  26,  1995); 
'Military  Airlift:  Comparison  of  C-5  and  C-17  Airfield  Availability"  (GAO/NSIAD-94-225,  July 
11,  1994);  and  "Military  Airlift:  The  C-17  Proposed  Settlement  and  Program  Update"  (GAO/T- 
NSIAD-94-172,  April  28,  1994). 

5^  For  a  summary  of  these  issues  see  "Defense  Inventory  Management"  (GAO/HR-95-5,  Feb- 
ruary 1995). 

^'For  d  summary  of  these  issues  see  "Defense  Contract  Management"  (GAO/HR-95-3,  Feb- 
ruary 1995). 
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financial  management,  program  evaluation,  performance  measurement,  and  infor- 
mation systems.  Such  improvements,  if  implemented  properly,  can  also  stem  waste 
and  improve  management  of  programs  to  better  control  costs  and  improve  the  con- 
fidence of  the  public  in  government  accountability  and  stewardship. 

However,  we  do  not  currently  have  the  kinds  of  budgetary  and  financial  informa- 
tion that  fully  disclose  current  financial  condition  or  program  costs.  Financial  ac- 
counting information,  in  particular,  has  not  been  reliable  enough  to  use  in  Federal 
decisionmaking  or  to  provide  the  requisite  public  accountability.  We  have  repeatedly 
found  that  agency  financial  statements  and  the  underlying  systems  and  transaction 
data  are  not  adequate  and,  in  many  cases,  have  been  so  unreliable  that  we  could 
not  render  any  opinion  as  to  the  fairness  of  the  statements.  The  audits  that  have 
been  done  have  also  revealed  substantial  financial  management  weaknesses  in  pro- 
grams and  agencies  including  unrecognized  liabilities  and  costs,  failure  to  ensure 
that  all  revenues  are  collected  and  properly  accounted  for,  and  poor  controls  over 
government-owned  assets. 

Improved  financial  information  and  accounting  can  ultimately  strengthen  budget 
decisions.  For  example,  better  financial  information  on  liabilities  and  long-term  com- 
mitments can  help  the  Congress  address  the  sustainability  of  current  budget  poli- 
cies. In  particular,  use  of  accrual  cost  concepts  like  those  now  used  for  Federal  cred- 
it programs  could  be  used  in  the  budget  for  those  areas,  such  as  Federal  insurance 
programs,  where  the  cash  approach  fails  to  fully  capture  the  long-term  cost  con- 
sequences of  today's  decisions.  Finally,  our  budget  account  structure  reflects  mul- 
tiple needs  and  uses  and  does  not  always  capture  the  full  costs  of  all  direct  and  indi- 
rect resources  used  to  carry  our  programs  or  operations. 

Improved  information  on  program  performance  and  effectiveness  will  also  enable 
decisionmakers  and  the  public  to  better  understand  what  has  been  accomplished 
with  Federal  resources  and  what  remains  to  be  done.  Many  Federal  agencies  do  not 
have  a  clear  understanding  of  their  missions,  and  most  lack  basic  information  need- 
ed to  gauge  progress,  improve  performance,  and  establish  accountability.  Over  the 
past  two  decades,  the  Federal  Government's  evaluation  capability  has  eroded  to  a 
point  where  the  effects  of  many  major  programs  are  unknown. 

The  Congress  has  taken  steps  to  provide  the  tools  needed  to  address  these  issues. 
The  Chief  Financial  Officers  Act  [CFO],  as  amended,  and  the  Government  Perform- 
ance and  Results  Act  [GPRA]  have  established  a  basic  framework  that  should  begin 
providing  the  kind  of  information  agencies  need  to  make  better  decisions.  Effective 
implementation  of  the  CFO  Act  and  GPRA  can  provide  the  Congress  and  agency 
managers  with  better  and  more  reliable  information  to  manage  programs  and  make 
difficiSt  spending  decisions.  Furthermore,  we  can  dramatically  improve  the  govern- 
ment's ability  to  eliminate  fraud,  waste,  and  abuse  and  to  properly  safeguard  its  as- 
sets. Although  much  improvement  is  still  warranted,  the  CFO  Act  has  already  led 
to  improvements  in  the  accuracy  and  utility  of  financial  data.  In  addition,  GPRA 
will  use  a  phased  approach  to  establish  better  links  between  agency  missions,  per- 
formance, and  budgeted  levels.  Finally,  effective  implementation  can  establish  the 
financial  organization  structures  necessary  to  provide  strong  leadership  into  the 
next  century. 

CONCLUSIONS 

Mr.  Chairman,  it  goes  without  saying  that  you  have  embarked  on  an  ambitious 
and  critically  important  effort  to  change  the  course  of  fiscal  policy.  As  daunting  as 
the  challenge  is,  we  have  no  choice  but  to  move  forward  and  address  the  deficit.  By 
now,  the  problem  is  well  understood.  What  is  less  clear  are  the  solutions  and  con- 
sequences of  different  choices. 

As  painful  and  difficult  as  these  choices  are,  a  robust  body  of  information  can  be 
brought  to  bear  on  these  choices.  And  these  choices  provide  an  opportunity  to  ad- 
dress longstanding  performance  and  management  problems  that  erode  the  con- 
fidence of  the  American  people  in  their  government.  Mr.  Chairman,  this  completes 
my  statement.  I  would  be  happy  to  answer  any  questions  you  and  the  other  mem- 
bers of  the  committee  may  have  at  this  time. 

Chairman  Kasich.  First  of  all,  you  just  said  that  in  the  Depart- 
ment of  Defense,  $160  billion  out  of  $260  billion  is  in  infrastruc- 
ture. Everybody  who  knows  anything  about  defense  knows  there  is 
too  much  infrastructure.  You  say  that  we  have  $150  million  in  too 
many  programs  and  not  enough  for  the  budget. 

These  are  the  numbers  we  are  talking  about.  We  are  not  talking 
about  $150  million;  we  are  talking  about  $150  billion.  I  think  the 
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fundamental  problem  with  the  fact  that  you  have  testified  up  here 
over  the  years,  and  no  one  pays  any  attention,  is  because  the  num- 
bers are  so  unbelievable  that  it  is  kind  of  like  flying  to  Mars;  we 
just  kind  of  dismiss  them. 

But  let  me  explain  to  you  where  I  am  coming  from.  Les  Aspin 
used  to  have  a  very  unique  way  of  writing  defense  policy.  He  would 
write  it  by  having  very  interesting  hearings — no — ^very  boring  hear- 
ings that  ended  up  translating  into  very  interesting  policy.  Without 
any  question,  I  think  we  need  to  try  to  use  you  folks  to  take  a  look 
at  these  programs  in  the  micro.  Let  me  just  give  you  kind  of  a  re- 
port card. 

We  have  just  gone  through  a  whole  variety  of  these  programs. 
Public  Law  480  remains  in  the  government.  Amtrak — I  cannot  fig- 
ure out  what  we  are  doing  with  Amtrak.  I  do  not  think  we  have 
been  able  to  resolve  that  problem  yet.  We  wanted  to  kill  the  De- 
partment of  Energy,  and  that  has  come  off  the  table  this  year.  The 
commodity  programs — Pat  Roberts  is  in  the  middle  of  a  revolt  with- 
in his  own  party  because  he  wants  to  move  toward  a  more  market- 
oriented  program.  We  do  not  have  the  final  report  on  that. 

CDBGr— we  did  not  do  squat  to  CDBG.  Greenwich,  CT,  is  going 
to  get  more  money  than  Camden,  NJ.  It  is  a  rip-off,  and  it  is  an 
outrage,  and  we  did  not  do  anything  about  it. 

The  USDA  market  program — oh,  my  goodness,  we  have  got  to 
keep  that  money  flowing  out  of  here.  We  must  have  had  15  votes 
to  get  rid  of  that  program,  and  we  lost  every  single  one  of  them. 

The  vaccines  for  children — we  did  not  do  anything. 

Industrial  development  bonds — we  did  not  even  consider  it. 

The  point  of  this  is  that  even  as  we  go  to  make  the  numbers  of 
the  budget  resolution,  think  about  how  much  we  have  not  done.  We 
have  not  had  any  serious  defense  reform  in  this  Congress  since  the 
Joint  Chiefs  of  Staff  bill  passed  in  the  mid-eighties. 

So  what  I  hope  we  are  going  to  have  a  chance  to  do,  Mr. 
Bowsher,  is  to  bring  your  people  up  who  have  really  studied  these 
programs,  and  I  want  to  unearth  it.  And  I  have  got  advice  for  the 
freshmen  on  this  committee.  This  is  a  chance  to  pick  up  a  couple 
of  very  good  issues  and  to  bring  big  change  to  this  Congress  and 
the  way  this  government  works.  I  think  there  is  some  gold  to  be 
mined  in  this  stuff  for  those  who  really  want  to  make  a  difference. 

Let  me  ask  you  about  Public  Law  480.  You  say  we  have  spent 
$88  billion  on  that  program,  and  you  have  not  seen  one  shred  of 
evidence  that  any  of  it  has  worked.  Let  us  talk  about  that  for  a 
minute — and  explain  the  Public  Law  480  program. 

Mr.  Bowsher.  I  will  have  Allan  Mendelowitz  come  up,  because 
he  is  our  expert  on  this.  In  this  program  we  are  trying  to  move  ag- 
ricultural surpluses  overseas  to  some  of  the  developing  countries, 
and  also  trying  to  develop  some  marketing  successes  for  our  agri- 
cultural interests.  We  have  spent  a  lot  of  money  on  it,  but  when 
we  go  out  to  study  it — and  I  think  that  is  part  of  the  value  of  GAO 
is  that  we  go  out  there  and  really  see  how  well  programs  are  work- 
ing— we  find  that  most  of  the  time  we  were  not  getting  the  results 
that  Congress  intended. 

Chairman  Kasich.  Maybe  you  could  tell  us  about  the  nonfat 
dried  milk  we  shipped  down  to  El  Salvador.  Why  don't  you  start 
with  that? 


25 

Mr.  Mendelowitz.  I  think  you  are  raising  the  fundamental  issue 
with  respect  to  this  program.  Even  though  it  is  called  Public  Law 
480,  and  in  the  public  mind,  there  is  this  notion  that  Public  Law 
480  title  I  is  a  humanitarian  food  aid  program,  title  I  is  in  fact  not 
a  humanitarian  food  aid  program.  It  is  a  program  by  which  we  sell 
U.S.  commodities  at  highly  concessional  terms.  Basically,  we  pro- 
vide credit,  which  provides  a  subsidy  equal  to  about  two-thirds  of 
the  cost  of  the  commodities,  and  we  do  it  for  two  reasons:  to  help 
economic  development  in  beneficiary  countries  and  to  promote  the 
development  of  markets  for  U.S.  products. 

When  we  looked  at  the  objectives  laid  out  for  the  program  by  the 
Congress,  and  we  looked  at  the  evidence  that  was  there  with  re- 
spect to  the  success  of  the  program,  what  we  found  was  that  the 
program  basically  made  no  contribution  to  the  economic  develop- 
ment of  the  beneficiary  countries,  and  it  basically  made  no  con- 
tribution to  the  development  of  long-term  markets  for  U.S.  prod- 
ucts. 

One  of  the  reasons  why,  for  example,  it  was  not  a  good  market 
development  program  is  the  fact  that  Public  Law  480  title  I  for  the 
most  part  shipped  bulk  products.  Bulk  products  sell  on  the  world 
market  as  undifferentiated  commodity  products  for  which  purchase 
decisions  are  dependent  upon  price.  About  half  the  title  I  commod- 
ities shipped  consist  of  wheat.  When  a  Public  Law  480  title  I  recipi- 
ent receives  Public  Law  480  commodities  like  wheat,  they  buy 
them  because  they  are  cheap.  If  they  go  off  the  program,  and  they 
want  to  buy  wheat  on  the  world  market,  they  proceed  to  go  out  and 
basically,  to  find  where  they  can  meet  their  needs  at  the  lowest 
cost.  So  there  is  no  sustained  market  development  there. 

Furthermore 

Chairman  Kasich.  Let  me  interrupt  you  for  a  second.  Let  us  talk 
in  plain,  simple  language.  Isn't  it  true  that  we  have  destroyed  the 
Egyptian  wheat  market  by  shipping  bulk  quantifies  of  wheat  into 
Egypt  and  making  it  impossible  for  Egyptian  farmers  to  become 
self-sustaining? 

Mr.  Mendelowitz.  This  is  an  excellent  example  of  the  contradic- 
tion between  the  program  objectives  and  how  the  program  works. 

When  you  are  developing  an  underdeveloped  country,  one  of  the 
sectors  that  typically  gets  developed  first  is  agriculture.  Shipping 
food  aid  in  basically  increases  the  supply  of  agricultural  products 
in  the  country.  If  you  increase  supply  of  a  commodity  in  the  coun- 
try, you  are  going  to  drive  the  price  down;  if  you  drive  the  price 
down,  you  are  going  to  make  it  less  profitable  for  farmers  in  that 
country  to  thrive  and  prosper  and  develop. 

The  way  Public  Law  480  works  is  that  it  requires  a  country  to 
purchase  on  commercial  markets  its  usual  market  requirements 
and  then  supplies  Public  Law  480  on  top  of  those  usual  market  re- 
quirements. So  that  by  definition  Public  Law  480,  title  I,  increases 
the  supply,  lowers  the  price,  and  adversely  affects  the  local  indus- 
try. In  the  case  of  Egypt,  which  has  been  a  major  beneficiary  of 
wheat,  it  adversely  affects  the  ability  of  farmers  in  Egypt  to  oper- 
ate profitably. 

Chairman  Kasich.  Let  me  ask  you  about  the  nonfat  dried  milk. 
My  understanding  is  that  we  ship  nonfat  dried  milk  into  El  Sal- 
vador, which  has  tried  to  create  an  industry  locally  so  that  they 
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could  become  self-sufficient,  and  I  understand  we  have  destroyed 
their  domestic  market;  is  that  correct? 

Mr.  Mendelowitz.  My  understanding  is  that  it  is  a  comparable 
problem. 

Ms.  Wilson.  Yes. 

Chairman  Kasich.  So  in  other  words,  in  at  least  two  countries, 
we  have  actually  destroyed  economic  development  by  virtue  of  hav- 
ing a  Public  Law  480  program. 

Mr.  Mendelowitz.  I  do  not  know  if  I  could  go  so  far  as  to  say 
we  have  totally  destroyed  economic  development,  but  they  are  clas- 
sic examples  of  how  the  design  of  the  program  interferes  with  eco- 
nomic development  by  lowering  the  returns  to  the  agricultural  sec- 
tor. 

Chairman  Kasich.  Does  this  occur  in  more  than  the  two  exam- 
ples that  I  have  been  able  to  point  out  for  you?  Do  you  know  of  any 
other  examples? 

Mr.  Mendelowitz.  I  think  that  we  would  probably  have  to  go 
country  by  country 

Chairman  KASICH.  No,  no — you  have  to  go  country  by  country. 

Mr.  Mendelowitz.  Yes,  I  would  have  to  go  country  by  country. 
And  I  could  supply  it  for  the  record,  but  quite  honestly,  given  the 
design  of  the  program,  if  you  supply  enough  Public  Law  480  title 
I  commodities,  you  increase  supply,  you  lower  the  price,  you  lower 
the  returns  to  local  producers.  It  is  as  simple  as  that. 

Chairman  KASICH.  OK.  I  am  going  to  move  on  to  other  members, 
but  Chuck,  do  you  guys  want  this  work  to  be  adopted? 

Mr.  BOWSHER.  Oh,  yes.  And  let  me  make  one  point,  Mr.  Chair- 
man. A  lot  of  our  work  has  been  adopted  over  the  years.  In  other 
words,  we  track  our  recommendations,  and  we  see  about  $10  to  $20 
billion  a  year  of  GAO  recommendations  enacted  where  we  see  sav- 
ings. But  I  think  what  we  have  to  do  now  is  step  it  up. 

Chairman  KASICH.  Let  me  ask  you  about  one  other  program,  and 
then  I  will  go  to  Martin.  CDBG,  the  Community  Development 
Block  Grant  Program.  Who  is  the  expert  on  that  one? 

Mr.  BowsHER.  Judy. 

Chairman  Kasich.  Why  was  that  program  created?  What  was  it 
supported  to  do,  and  what  exactly  is  it  doing? 

Ms.  England-Joseph.  It  was  intended  to  provide  assistance  to 
local  governments,  local  communities,  by  assisting  low-  and  mod- 
erate-income individuals  and  families.  It  was  also  to  provide  a  for- 
mula to  distribute  Federal  funds  so  that  in  fact  moneys  were  avail- 
able for  community  and  economic  development. 

Chairman  Kasich.  And  how  did  we  end  up  having  Greenwich, 
CT,  getting  more  money  than  Camden,  NJ? 

Ms.  England-Joseph.  Well,  largely,  based  on  the  formula  and 
the  formula  design. 

Chairman  Kasich.  I  would  be  glad  to  yield. 

Mr.  Sabo.  Just  so  I  am  clear,  does  Greenwich  get  more,  or  do 
they  get  more  per  poor  person? 

Ms.  England-Joseph,  More  per  poor  person. 

Mr.  Sabo.  OK.  I  am  just  curious — I  think  you  may  be  overstating 
it.  I  would  just  be  curious  what  the  dollar  amounts  are  between 
them. 
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Mr.  BowSHER.  I  think  the  problem  in  some  of  the  formula  pro- 
grams is  often  that  Federal  dollars  are  allocated  without  recogniz- 
ing the  fiscal  capacities  of  communities  to  provide  these  services 
with  their  own  resources.  And  this  is  one  of  those  examples,  right, 
Judy? 

Ms.  England-Joseph.  Oh,  yes.  That  is  exactly  right. 

Chairman  Kasich.  So  it  is  a  match. 

Mr.  BowsHER.  Yes. 

Chairman  Kasich.  So  if  you  come  from  a  wealthier  community, 
that  community  has  more  capability  to  match 

Ms.  England-Joseph.  It  is  not  so  much  a  match,  but  it  is  the 
fact  that  there  is  a  capacity  in  local  communities  because  of  their 
tax  base  to  be  able  to  assist  in  providing  additional  funds  in  addi- 
tion to  CDBG  funds. 

Chairman  Kasich.  OK. 

Mr.  POSNER.  If  I  could  add,  that  this  program  does  not  consider 
the  local  capacity  of  the  community  to  provide  these  services  on 
their  own  at  all  in  the  formula. 

Mr.  Shays.  Could  I  weigh  in  on  this,  since  Greenwich  is  my 
town? 

Chairman  KLajSICH.  Yes,  go  ahead,  Chris. 

Mr.  Shays.  First  of  all,  just  for  the  record,  I  have  10  towns,  and 
I  have  taken  the  position  that  towns  like  Greenwich,  Darien,  and 
Fairfield  should  not  get  this  kind  of  money,  so  I  want  to  be  on 
record. 

The  way  it  evolved,  though,  was  that  when  they  wrote  the  CDBG 
grant,  they  tried  to  give  extra  credit  to  older  communities,  so  com- 
munities, for  instance,  that  have  housing  built  in  the  1940's  are 
given  greater  weight.  And  then  the  other  challenge  is  a  town  like 
Fairfield,  CT,  which  is  right  next  to  Bridgeport,  gets  credit  for 
being  right  next  to  Bridgeport,  CT.  But  my  preference  would  be  to 
have  this  money  go  to  towns  like  Bridgeport,  towns  like  Stamford, 
and  towns  like  Norwalk,  and  not  towns  like  these  suburban  com- 
munities. 

But  the  other  point  is  that  the  legislature  wanted  Members  of 
Congress  to  be  able  to  go  back  and  say  they  had  this  money,  so  this 
is  a  grant  that  goes  to  a  lot  of  "suburban  communities,"  and  I  think 
it  should  be  changed.  But  it  is  a  political  issue  of  whether  some 
Members  of  Congress  are  going  to  be  willing  to  have  that  kind  of 
change  take  place. 

Chairman  Kasich.  I  think  the  point  is  that  at  a  time  when  we 
are  trying  to  figure  out  how  we  can  squeeze  more  out,  we  do  not 
need  to  give  grants  to  rich  communities  because  the  purpose  of  the 
program  is  to  help  poor  people — that  is  the  point  of  it — not  to  help 
the  rich  become  richer  and  the  poor  do  not  get  what  they  need  in 
order  to  become  rich. 

Mr.  BowSHER.  And  as  you  will  remember,  that  was  one  of  our 
three  themes:  to  better  target  where  some  of  this  money  is  going. 
This  could  permit  a  lower  total  without  harming  the  intent. 

But  I  happen  to  know  Congressman  Shays'  district  because  my 
brother  lives  up  there,  and  he  is  absolutely  right. 

Mr.  Shays.  I  have  to  recuse  myself  from  asking  his  questions 
since  his  brother  is  a  constituent — and  the  puffball  questions  I 
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have  been  giving  him  over  the  years  have  nothing  to  do  with  the 
fact  that  his  brother  is  my  constituent. 

[Laughter.] 

Chairman  Kasich.  One  final  question  for  a  quick  response.  You 
do  have  a  number  of  programs  targeted  at  at-risk,  where  we  in  fact 
have  government  departments  and  agencies  that  have  absolutely 
no  idea  what  they  are  spending;  they  have  lost  the  ability  to  track 
what  they  spend  money  on. 

Ms.  England- Joseph.  Both  what  they  spend  money  on  as  well 
as  what  they  get  for  the  money  that  is  spent.  I  think  that  is  the 
even  bigger  issue;  we  do  not  really  know  what  we  get,  the  return 
on  the  dollar. 

Chairman  Kasich.  Billions  of  dollars — is  that  correct — billions  of 
dollars. 

Mr.  BowSHER.  Yes. 

Chairman  KASICH.  Mr.  Sabo. 

Mr.  Sabo.  I  suppose  there  are  endless  distribution  formulas  we 
could  look  at,  and  I  suspect  there  is  no  pattern  to  what  exists.  I 
am  just  curious,  have  you  ever  looked  at  the  Medicaid  distribution 
formula? 

Mr.  BowSHER.  Yes,  I  have. 

Mr.  Sabo.  There,  we  target  income,  but  we  square  it,  which 
skews  it  toward  States  that  have  lower  incomes,  even  more  than 
what  the  normal  income  distribution  is  in  those  States,  a  formula 
that  was  written  30  years  ago.  So  how  we  write  distribution  for- 
mulas is  sort  of  endless  in  the  various  targeting,  and  we  always 
need  to  be  looking  at  improving  it. 

Back  to  the  question  of  defense,  just  so  we  understand,  of  the 
160  that  is  infrastructure,  what  do  you  define  as  infrastructure? 

Mr.  BowSHER.  Well,  they  define  it,  the  Department  of  Defense, 
and  they  include  all  the  inventory,  the  logistics,  the  medical,  the 
personnel,  all  the  bases,  and  so  on — in  other  words,  everything  but 
the  forces  that  are  out  there,  assigned  to  fighting  units,  you  might 
say,  and  also  the  weapons  systems  themselves. 

Mr.  Sabo.  It  includes  all  pay  costs,  though,  for  personnel? 

Mr.  BowsHER.  Yes,  it  does — oh,  not  the  military  pay,  I  do  not  be- 
lieve— the  civilian  pay. 

Mr.  Sabo.  Not  the  military  pay. 

Mr.  BowSHER.  Not  the  military  pay. 

Mr.  Sabo.  If  you  included  military  pay,  what  would  it  be  of  the 
250? 

Mr.  BowSHER.  I  am  not  quite  sure,  but  we  could  supply  that  for 
the  record. 

Mr.  Sabo.  Clearly,  DOD  needs,  and  always  has  and  will  continue 
to  need,  significant  management  improvement.  Have  you  looked  at 
the  basic  theory  of  the  Bottom-Up  Review? 

Mr.  BowsHER.  Yes,  we  have,  and  we  issued  a  report  on  that. 

Mr.  Sabo.  Now,  beyond  the  question  of  whether  there  is  enough 
money  to  fulfill  it,  have  you  looked  at  the  question  of  the  basic  as- 
sumption that  we  should  be  able  to  fight  two  regional  conflicts  at 
the  same  time? 

Mr.  BOWSHER.  Yes.  We  did  not  make  any  judgment  on  it,  but  we 
certainly  analyzed  the  assumptions,  and  we  had  some  concerns 
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about  the  assumptions,  as  I  believe  a  lot  of  people  do — including 
about  the  military. 

Mr.  Sabo.  Have  you  looked  at  any  alternative — and  frankly,  this 
is  something  that  is  sort  of  instinctive,  and  I  have  not  had  time  to 
look  at  it.  My  instinct  tells  me  that  because  of  our  goal  of  being 
able  to  fight  two  regional  wars  at  the  same  time,  which  I  frankly 
think  is  not  realistic,  that  really  skews  the  nature  of  our  force.  The 
size  of  it  is  skewed  but  also  the  nature  of  it.  The  reality  is  that  our 
involvement  is  likely  to  be  more  like  that  which  we  have  had  in 
recent  years,  which  is  the  deployment  of  a  smaller  number  of 
troops  to  trouble  spots  around  the  world.  And  what  we  find  is  the 
same  troops  being  deployed  time  and  time  and  time  again  and  a 
significant  part  of  our  forces  never  deployed. 

It  just  strikes  me  that  because  we  are  trying  to  fit  that  category 
of  two  regional  conflicts,  we  have  a  certain  force  structure  in  place, 
which  clearly  means  that  at  times  we  overdeploy  certain  personnel 
and  put  them  and  their  families  under  incredible  stress. 

My  own  judgment  is  that  we  need  a  very  serious  reexamination 
of  the  basic  conclusions  of  the  Bottom-Up  Review  in  terms  of  what 
kind  of  force  structure  we  have  and  its  impact  on  cost.  I  am  curious 
as  to  whether  you  have  done  any  of  that. 

Mr.  BOWSHER.  Well,  we  have  in  one  report.  Why  don't  I  send  you 
a  copy,  Mr.  Congressman,  because  some  of  the  concerns  that  you 
have  articulated  were  articulated  to  us  by  many  people  both  in  the 
Pentagon  and  outside.  I  think  they  are  looking  at  it  again. 

Mr.  Sabo.  OK. 

Let  me  ask  just  one  other  question.  I  represent  an  urban  area 
today,  and  I  grew  up  in  a  very  rural  area  in  northwestern  North 
Dakota,  in  Mr.  Pomeroy's  district.  And  I  see  what  is  happening  in 
rural  communities,  and  I  am  just  curious  as  to  whether  you  have 
looked  at  what  impact  changes  in  the  commodity  programs  might 
have  on  those  communities. 

I  have  watched  just  an  incredible  decline  in  population,  and  even 
with  the  existing  program,  there  is  a  rapid  decline  in  the  number 
of  people  on  farms.  When  I  think  about  my  old  community,  I  think 
about  people  who  are  55  as  young  farmers,  and  I  think  that  is  a 
pattern  that  exists  in  many  rural  communities  in  this  country 
today.  I  get  there  once  a  year  or  so  and  see,  in  the  county  seat, 
business  after  business  disappearing  and  see  what  is  happening  in 
the  countryside,  where  there  are  hardly  any  kids  left.  And  I  do  not 
know  that  you  can  reverse  it,  but  I  am  fearful  that  the  elimination 
of  commodity  programs  would  escalate  that  decline  and  change  the 
nature  of  rural  America  even  more  dramatically.  It  really  is  dra- 
matic when  you  watch  that  change  occur. 

Mr.  BowSHER.  Yes,  I  have  been  out  there,  and  I  know  what  you 
are  saying.  A  lot  of  the  farms  now  are  much  larger;  a  lot  of  the 
farmhouses  are  abandoned  because  people  have  bought  up  the 
farms.  A  lot  of  the  Main  Street  is  gone  in  these  small  towns. 
Whether  the  commodity  programs,  though,  are  the  key,  I  am  not 
sure. 

Mr.  Sabo.  I  suspect  that  the  nature  would  be  dramatically  dif- 
ferent without  the  commodity  programs.  This  is  basically  wheat 
country. 
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Mr.  BOWSHER.  Yes.  John  Harman  heads  up  our  work  in  the  agri- 
culture area.  Let  me  ask  him  to  say  a  few  words. 

Mr.  Harman.  I  think  there  are  a  couple  of  facts  we  need  to  con- 
sider as  we  look  at  that  question.  First  of  all,  a  lot  of  the  rural 
counties  are  no  longer  as  dependent  on  agriculture  as  they  once 
were — of  course,  it  depends  on  where  you  are.  In  the  Midwest,  you 
are  certainly  in  a  problem  area.  Another  problem  is  that,  as  the 
chart  points  out,  we  have  a  number  of  rural  development  programs, 
and  we  are  basically  trying  to  use  the  commodity  program  as  an- 
other rural  development  program.  And  I  think  a  reasonable  argu- 
ment can  be  made  that  they  have  not  worked  too  well  in  that  re- 
spect. In  other  words,  this  has  occurred  in  spite  of  the  commodity 
programs,  and  it  is  probably  going  to  continue  to  occur.  So  the 
question  is  how  do  we  move  from  being  economically  dependent  on 
agriculture — some  of  these  communities  may  no  longer  be  as  farm 
dependent — to  some  other  base  of  economic  support.  And  we  have 
so  many  rural  development  programs  out  there  that  these  commu- 
nities have  difficulty  determining  which  programs  to  use  or  how  to 
access  them.  Therefore,  it  is  very  difficult  for  them  to  make  that 
transition,  so  they  end  up  in  a  lose-lose  situation.  So  you  are 
right 

Mr.  Sabo.  When  you  are  in  the  Midwest,  agriculture  is  still  the 
absolute  core  of  their  being. 

Mr.  Harman.  And  that  will  be  a  problem  in  the  Midwest,  there 
is  no  doubt  about  it,  so  the  question  is  how  do  you  make  that  tran- 
sition for  those  farmers  where  they  are  going  to  have  to  continue 
to  be  farmers,  to  be  able  to  compete  and  survive. 

Mr.  Sabo.  Thank  you,  Mr.  Chairman. 

Chairman  Kasich.  Mr.  Walker. 

Mr,  Walker.  Thank  you,  Mr.  Chairman. 

The  chairman  indicated  that  there  are  a  number  of  areas  that  we 
are  not  going  to  be  able  to  accomplish  in  the  budget  this  year. 
There  are  a  couple  of  areas  that  we  may  be  able  to  have  some  suc- 
cess in  doing  some  cutting  in  areas  that  you  have  examined,  and 
I  would  like  to  look  at  one  of  those  in  particular,  if  I  could,  in  my 
questions,  the  advanced  technology  program,  which  you  evaluated 
in  a  1995  report. 

The  conclusion  of  that  report  was  that  "Our  analysis  indicates 
that  these  results  are  overstated  or  lack  adequate  support."  You 
were  talking  about  the  ATP's  own  program  or  own  document,  in 
which  it  set  out  its  successes,  and  your  report — and  I  want  to  make 
certain  that  you  stand  by  this — said  that  that  particular  document, 
your  analysis  indicates  that  those  results  were  "overstated  or  lack 
adequate  support,"  is  that  correct? 

Mr.  BowSHER.  Let  me  have  Vic  Rezendes,  who  headed  up  that 
work,  respond. 

Mr.  Rezendes.  Yes,  you  have  that  exactly  correct.  We  so  stand 
by  that  report  and  those  words. 

Mr.  Walker.  OK.  And  furthermore,  what  you  said  was  that  of 
the  six  things  that  they  set  forward,  virtually  all  six  of  them  had 
limitations,  and  four  of  them  totally  overstated  the  ATP's  success 
or  lacked  adequate  support.  Is  that  correct? 
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Mr.  Rezendes.  Yes.  There  is  no  question  that  they  overreached 
in  those  statements  in  terms  of  ascribing  credit  to  the  program 
which  we  think  could  not  be  ascribed  to  it  at  that  time. 

Mr.  Walker.  For  example,  the  main  claim  that  they  have  made 
for  this  program  is  that  it  is  encouraging  research  to  be  done  and 
technologies  to  be  developed  that  otherwise  would  not  even  be  done 
or  contemplated.  Is  it  not  the  case  that  when  you  surveyed  that 
particular  question,  you  found  that  80  percent  of  the  people  that 
you  surveyed  either  would  have  or  might  have  pursued  research 
even  without  the  ATP? 

Mr.  Rezendes.  We  still  have  a  job  ongoing  right  now  which  ad- 
dresses the  fundamental  issue  of  the  program,  which  is  designed 
to  address  the  market  failure;  is  there  a  market  failure  that  this 
research  would  not  continue  unless  the  program  were  there.  We 
are  looking  at  it,  as  I  know  you  know,  very  systematically  to  see 
whether  in  fact  the  market  failure  is  there  by  going  to  those  firms 
that  have  applied  for  ATP  grants  but  were  denied  only  because 
they  ran  out  of  money,  and  we  will  be  tracking  such  issues  as,  did 
they  do  the  research,  how  did  they  get  the  funding,  and  how  has 
that  impacted  the  program. 

Mr,  Walker.  But  based  upon  the  survey  that  you  now  have,  that 
is  in  fact  the  situation,  that  it  appears  as  though  a  significant  num- 
ber of  the  firms  would  have  gone  ahead  and  done  the  research  in 
some  form  even  if  ATP  had  not  been  in  existence.  Is  that  right? 

Mr.  Rezendes.  Yes.  That  was  by  their  own 

Mr.  Walker.  And  one  of  their  particular  claims  was  that  they 
helped  in  the  printed  wiring  board  industry,  and  you  found  in  your 
investigation  that  the  printing  wiring  board  industry  was  doing  al- 
most five  times  as  much  research  within  the  industry,  or  spending 
about  five  times  as  much  within  the  industry,  for  research  as  what 
ATP  was  claiming  that  it  helped.  Isn't  that  correct? 

Mr.  Rezendes.  That  is  correct,  and  that  was  one  of  the  over- 
reaching statements  they  made  in  their  claims  when  the  ATP  pro- 
gram was  only  concentrating  funding  on  5  firms.  That  claim  could 
only  be  ascribed  to  the  five  wiring  board  companies,  which  are  only 
a  small  portion  of  the  wiring  board  industry. 

Mr.  Walker.  Now,  the  problem  is  that  the  Department  of  Com- 
merce came  back  and  criticized  you  severely  for  your  methodology, 
for  the  way  in  which  you  put  together  the  report  and  are  continu- 
ing to  claim  that  this  is  a  flawed  document  because  you  did  not 
give  a  fair  evaluation  of  their  program.  I  would  like  to  have  you 
respond  to  the  criticisms  that  the  Department  of  Commerce  made. 
Do  you  think  that  it  is  valid  for  them  to  claim,  for  example,  that 
this  is  a  different  kind  of  report  than  other  reports  that  GAO  has 
done? 

Mr.  Rezendes.  No;  it  is  a  more  narrow  report  in  that  we  were 
asked  to  look  specifically  at  the  claims  they  made  about  the  pro- 
gram, and  that  was  the  thrust  of  our  report,  and  we  criticized 
them,  as  you  know,  for  overreaching. 

It  is  not  an  evaluation  of  the  ATP  program.  We  have  that  job 
going  on  now.  We  have  an  excellent  methodology.  We  have  talked 
to  Commerce,  and  they  agree  with  our  methodology,  and  I  think  we 
are  in  100-percent  agreement  that  whatever  that  result  shows  will 
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get  us  closer  as  to  whether  in  fact  there  is  a  market  failure  and 
a  need  for  the  program. 

Mr.  Walker.  But  I  want  to  clarify — what  you  evaluated  was 
what  their  claims  were  for  their  success. 

Mr.  Rezendes.  That  is  exactly  correct. 

Mr.  BowsHER.  That  is  right. 

Mr.  Walker.  Everything  that  they  set  forward  that  they  have 
been  claiming  as  the  reason  for  this  program  and  their  claims  for 
the  success  is  what  you  evaluated.  And  what  you  found,  when  you 
went  back  and  looked  at  their  claims  for  their  own  success,  was 
that  they  are  pretty  badly  flawed. 

Mr.  Rezendes.  That  is  correct. 

Mr.  Walker.  I  thank  you. 

Thank  you,  Mr.  Chairman. 

Chairman  Kasich.  Mrs.  Meek. 

Mrs.  Meek.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Bowsher,  I  understand  that  in  the  function  of  your  office  and 
what  you  do  you  have  placed  quite  a  bit  of  emphasis  on  reducing 
the  deficit,  which  I  think  is  a  sound  rationale.  But  in  doing  so,  I 
think  too  little  attention  has  been  placed  on  downsizing  and  how 
government  should  downsize,  based  on  the  emphasis  and  the  re- 
search and  the  experience  which  you  have  had  in  your  office. 

I  think  we  do  a  poor  job  of  downsizing.  We  know  we  have  to  cut 
the  budget,  and  there  are  ways  to  do  it,  but  we  just  go  pellmell, 
and  many  times,  we  do  whimsical  kinds  of  things. 

I  am  wondering  if  your  office  has  thought  about  this  and  how  you 
can  make  us  do  better  on  the  basis  of  what  you  have  found  out  and 
give  us  some  guidelines.  I  think  for  the  future,  we  should  do  better 
in  our  attempts  to  downsize. 

Mr.  Bowsher.  I  think  you  have  a  very  good  point.  When  I  testi- 
fied before  the  Senate  back  in  May  on  government  reorganization, 
I  set  forth  five  principles  that  I  thought  were  very  important  in 
this  area.  The  first  is  that  reorganization  demands  a  coordinated 
approach.  In  other  words,  you  should  have  an  overall  strategy  and 
not  a  piecemeal  approach.  Second,  a  reorganization  plan  should  be 
designed  to  achieve  specific  identifiable  goals.  Third,  once  goals  are 
chosen,  the  right  vehicles  must  be  chosen  for  accomplishing  them. 
Fourth,  implementation  is  critical  to  the  success  of  any  reorganiza- 
tion— and  that  is  where  a  lot  of  it  fails.  And  fifth,  oversight  is  need- 
ed to  ensure  effective  implementation. 

We  have  done  quite  a  bit  of  work  here  in  the  last  year.  As  we 
review  some  of  these  efforts  to  downsize,  we  are  going  to  look  at 
them  against  these  principles  and  try  to  report  back.  And  I  think 
you  are  right — some  of  the  initiatives  are  not  being  done  too  well. 

Mrs.  Meek.  Mr.  Bowsher,  may  I  have  copies  of  some  of  those? 

Mr.  Bowsher.  Yes,  you  may.  We  will  be  happy  to  send  that  to 
you. 

Mrs.  Meek.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Chairman  Kasich.  Mr.  Kolbe. 

Mr.  Kolbe.  Thank  you,  Mr.  Chairman,  Mr.  Bowsher. 

I  wanted  to  ask  a  couple  questions  about  trust  funds.  We  have 
some  various  proposals  to  take  trust  funds  off  budget.  We  have  a 
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lot  of  trust  funds  in  this  country.  In  fact,  can  you  tell  me  how  many 
we  have? 

Mr.  BOWSHER.  I  will  let  you  know  in  a  minute. 

Mr.  KOLBE.  It  is  a  lot;  I  know  that. 

Mr.  BowsHER.  Yes.  Why  don't  you  ask  your  other  question,  while 
I  look  for  that  one? 

Mr.  KOLBE.  Yes,  I  am  just  kind  of  curious — in  how  much  of  the 
total  Federal  spending  we  really  have  in  that.  We  have  some  pro- 
posals to  take  some  more  off  budget,  as  you  know,  in  the  transpor-^ 
tation  trust  funds. 

Do  you  see  this  as  a  good  way  of  keeping  faith  to  the  American 
people  that  dedicated  taxes  are  going  to  where  they  should  be 
spent?  From  a  management  standpoint,  it  seems  to  me  that  there 
are  all  kinds  of  problems  with  this,  and  I  wonder  if  you  might  com- 
ment on  that. 

Mr.  BowSHER.  I  would  be  pleased  to  comment  on  that.  We  have 
always  taken  the  position  that  we  think  everj^hing  should  be  on 
budget.  At  the  same  time  you  need  a  better  display  to  show  what 
belongs  in  what  categories — in  other  words,  to  show  the  general 
fund,  the  trust  funds,  revolving  funds,  et  cetera.  In  answer  to  your 
earlier  question,  I've  just  been  told  that  about  45  percent  of  our 
budget  is  in  earmarked  budget  arrangements. 

One  problem  historically  has  been  that  when  you  read  the  budget 
documents,  it  is  hard  to  sort  it  out;  it  is  so  complicated.  So  a  lot 
of  people  then  jump  to  the  desire  to  take  it  off  budget  and  have  it 
"fenced,"  you  might  say.  We  have  always  been  of  the  opinion  that 
it  is  much  better  to  keep  everything  in  the  budget,  we  could  do  a 
much  better  job  of  showing  different  funds  so  people  could  under- 
stand it  a  lot  better. 

Mr.  KoLBE.  If  you  follow  the  practice  you  are  talking  about,  that 
does  not  necessarily  mean  that  you  change  the  revenue  stream. 
You  would  advocate  that  even  if  you  have — well,  let  us  take  the  gas 
tax — even  though  you  have  a  gas  tax,  it  should,  in  your  opinion, 
being  on  budget,  be  an  appropriated  item? 

Mr.  BowsHER.  Yes. 

Mr.  KoLBE.  But  would  you  then  treat  the  tax,  the  revenue  as  it 
comes  in,  just  simply  put  it  into  general  revenues? 

Mr.  BowsHER.  No,  I  am  not  saying — I  think  you  can  have 

Mr.  KoLBE.  You  can  have  the  trust  fund. 

Mr.  BOWSHER.  You  can  have  a  trust  fund.  I  would  just  not  take 
trust  funds  off  the  budget  or  say  that  they  do  not  count. 

Mr.  KoLBE.  Because  it  distorts  the  true  spending;  is  that  the  ar- 
gument? 

Mr.  BowSHER.  Right.  It  distorts  the  overall  picture,  and  then  the 
true  economic  impact  that  you  have  on  the  economy  because  of  the 
Federal  Government  actions. 

Mr.  KoLBE.  And  how  do  you  answer  the  argument,  then,  of  the 
advocates  on  the  other  side  who  would  say,  well,  then,  of  course. 
Congress  has  an  incentive  not  to  spend  the  money  out  of  the  High- 
way Trust  Fund,  because  they  can  get  some  budget  savings,  and 
they  can  make  the  deficit  look  better? 

Mr.  BowSHER.  Well,  you  see,  I  think  that  is  one  of  the  reasons 
why  I  have  always  wanted  a  better  display  and  reporting.  I  pre- 
sented some  new  approaches  to  some  Senators  a  few  years  back, 
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which  I  would  be  happy  to  send  you.  I  think  we  were  masking  the 
budget  deficit  by  having  large  surpluses  in  certain  funds.  But  the 
solution  should  not  be  to  take  it  off  budget.  I  think  the  solution  is 
to  get  a  clearer  breakout,  and  then  it  is  up  to  the  Congress  what 
they  want  to  do. 

Mr.  KOLBE.  The  problem  it  seems  is  that  it  is  like  being  a  little 
bit  pregnant.  We  have  done  so  many  of  them,  and  we  have  so  many 
of  these  trust  funds,  and  some  are  off  budget,  so  it  is  hard  to  argue 
that  the  next  one  should  not  be  off  budget,  isn't  it? 

Mr.  BowsHER.  Yes. 

Mr.  KoLBE.  At  45  percent — I  am  surprised,  actually,  that  it  is  not 
more  than  that  because  we  are  including  Social  Security,  Medi- 
care— everything. 

Mr.  BowsHER.  Yes.  We  issued  a  report  some  time  back  that  says 
"The  fiscal  year  1994  Federal  budget  has  574  special  and  trust 
fund  receipt  accounts" 

Mr.  KoLBE.  That  is  574? 

Mr.  BowSHER.  That  is  right. 

Mr.  KoLBE.  Is  there  a  list  of  those  anyplace? 

Mr.  PosNER.  We  provided  a  list  to  the  staff  of  this  committee. 

Mr.  KoLBE.  Is  it  in  the  report? 

Mr.  PoSNER.  No.  We  issued  a  report  to  the  chairman  in  August. 

Mr.  KoLBE.  OK.  Our  staff  has  it,  then.  OK. 

Mr.  PosNER.  We  can  provide  that. 

Mr.  KOLBE.  I  would  very  much  like  to  see  that.  That  is  fascinat- 
ing, 574.  What  an  accounting  nightmare. 

Mr.  BowsHER.  It  is  an  accounting  nightmare,  and  it  is  a  budget 
nightmare. 

Mr.  KoLBE.  And  a  budget  nightmare;  that  is  right.  So  it  is  like 
a  boat  that  is  leaking,  with  holes  so  big,  you  really  cannot  control 
anything  under  these  circumstances,  it  seems  to  me. 

My  time  has  run  out.  Thank  you.  I  was  going  to  go  on  to  another 
subject,  but  thank  you  very  much. 

Chairman  Kasich.  The  gentlelady  from  Hawaii. 

Mrs.  Mink.  Thank  you  very  much,  Mr.  Chairman. 

I  have  glanced  through  the  details  of  your  report,  and  a  question 
comes  to  mind  as  to  what  the  statutory  authority  is  of  your  office. 
Exactly  what  authority — other  than  investigation  and  issuing  re- 
ports, what  powers  does  the  Comptroller  General's  Office  have  with 
respect  to  items  that  you  find  that  are  not  in  order  in  terms  of  com- 
pliance with  laws  and  functions  that  have  been  prescribed  with 
specificity  in  laws  that  we  have  passed? 

Mr.  BowsHER.  Our  reports  are  advisory.  In  other  words,  the  ac- 
tion has  to  be  taken  either  by  the  Congress  in  legislation  or  by  the 
executive  branch.  Let  me  give  you  an  illustration.  Early  in  my  ten- 
ure here  in  the  1980's,  we  were  issuing  reports  on  the  breeder  reac- 
tor down  in  Tennessee.  We  noted  that  it  was  a  very  costly  program, 
that  it  was  running  behind  schedule,  and  that  you  really  did  not 
need  the  output  anymore  because  the  original  facility  at  Oak  Ridge 
was  only  working  at  40  percent  of  its  capacity.  We  also  pointed  out 
there  was  a  big  plant  being  built  in  Ohio  for  the  second-generation 
technology. 

To  make  a  long  story  short,  the  Congress  finally  voted  down  the 
breeder  reactor  program  and  saved  the  taxpayers  billions  of  dollars, 
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and  eventually  the  Secretary  of  Energy  decided  to  close  down  that 
big  plant  in  Ohio,  and  that  saved  the  taxpayers  billions  of  dollars, 
too.  But  it  had  to  be  actions  from  either  the  Congress  or  the  execu- 
tive branch.  GAO's  reports  are  advisory. 

Mrs.  Mink.  The  GAO  can  by  its  own  initiative  undertake  studies 
and  reports  and  investigations. 

Mr.  BowSHER.  Yes,  we  can. 

Mrs.  Mink.  It  does  not  need  to  wait  for  the  Congress  to  issue  a 
request. 

Mr.  BowSHER.  That  is  correct. 

Mrs.  Mink.  Upon  initiating  a  study,  which  I  assume  is  prompted 
by  some  concerns  that  you  have  with  regard  to  compliance,  effi- 
ciency, and  so  forth,  is  there  anything  in  the  statute  which  requires 
you  to  submit  specific  notices  to  the  departments  of  their  failure  to 
comply  and  to  conform  with  whatever  the  statute  is? 

Mr.  BowSHER.  Yes,  we  do  send  the  agencies  copies  of  our  reports 
and  certainly  keep  them  fully  informed  as  we  find  problems. 

Mrs.  Mink.  But  that  is  it;  you  have  no  other  authority. 

Mr.  BowSHER.  We  have  no  enforcement  authority.  It  is  kind  of 
interesting.  We  have  had  a  lot  of  visitors  from  foreign  countries 
come  and  visit  us,  and  the  countries  that  have  been  coming  in  re- 
cent years  from  the  Soviet  Bloc — including  the  new  Russian  auditor 
general  deputy,  whom  I  had  in  my  office  yesterday — tend  to  be 
looking  for  something  that  they  have  traditionally  had,  and  that  is 
enforcement  powers;  they  issue  something,  and  it  has  to  be  done 
immediately. 

But  our  system  is  based  on  advice,  and  therefore  the  action  has 
to  be  taken  by  the  Congress  or  the  executive  branch.  That  is  also 
the  auditor's  role  in  the  private  sector  in  this  country:  when  the 
auditor  issues  the  report,  the  board  of  directors  of  the  corporation 
has  to  take  the  action.  You  do  have  a  very  powerful  tool  in  visi- 
bility. In  the  private  sector,  if  the  CPA  firm  gives  what  we  call  an 
unclean  opinion,  there  is  generally  a  lot  of  reaction  on  the  stock 
market.  When  we  issue  our  reports,  when  we  have  testimony,  peo- 
ple do  react.  But  in  the  final  analysis,  we  do  not  have  the  action 
authority. 

Mrs.  Mink.  My  question  is  prompted  by  your  paragraph  dealing 
with  the  Department  of  Defense  and  their  noncompliance  with  the 
financial  statements  and  their  audit  requirements. 

Mr.  BowSHER.  Yes. 

Mrs.  Mink.  It  seems  to  me  that  I  have  seen  that  statement  be- 
fore— this  is  not  the  first  time  this  issue  has  been  raised 

Mr.  BOWSHER.  That  is  correct. 

Mrs.  Mink.  And  since  we  are  talking  about  billions  of  dollars  in 
terms  of  failure  to  account,  what  more  can  you  suggest  that  the 
Congress  do  or  whatever  to  bring  this  matter  to  the  attention  of 
whomever  needs  to  act  on  it,  or  what  can  we  do  to  solve  this  prob- 
lem of  their  not  knowing  whom  they  ought  to  pay  or  whether  they 
are  paying  the  proper  people,  or  are  sitting  around  and  waiting  for 
refunds?  That  is  ridiculous. 

Mr.  BowsHER.  Yes,  it  is  terrible.  As  Senator  Levin  has  said,  you 
would  not  run  a  restaurant  with  that  kind  of  bookkeeping,  and  he 
is  absolutely  right.  I  think  the  Defense  Department  financial  man- 
agement today  is  in  just  horrible  shape. 
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I  think  one  thing  the  Congress  did  very  well  was  to  finally  pass 
the  CFO  Act  in  1990  and  then 

Mrs.  Mink.  But  they  do  not  comply  with  that. 

Mr.  BOWSHER.  Well,  they  will  have  to,  starting  in  1996.  There 
will  be  annual  audits  of  all  the  24  largest  agencies  beginning  in 
1996.  And  I  will  say  that  the  Defense  Department  has  plans  to  be 
ready  for  those  audits.  However,  I  worry  more  about  Defense  than 
any  other  agency  in  the  government  as  to  v/hether  they  are  going 
to  be  able  to  make  it  by  1996. 

Mrs.  Mink.  My  last  question  is  do  you  have  a  detailed  report  on 
this  matter  of  over  50  percent  of  their  budget  being  allocated  to  in- 
frastructure, so  that  I  might  have  a  better  understanding  of  exactly 
what  you  are  including  in  infrastructure. 

Mr.  BowsHER.  Sure.  We  would  be  happy  to  send  that  to  you. 

Mrs.  Mink.  I  would  like  to  see  why  that  stays  at  a  static  figure, 
even  though  they  are  closing  bases  and,  from  a  general  perspective, 
should  be  reducing  infrastructure  costs  because  of  their  loss  of  so 
many  hundreds  of  bases. 

Mr.  BowSHER.  Yes. 

Mrs.  Mink.  Thank  you  very  much. 

Thank  you,  Mr.  Chairman. 

Chairman  Kasich.  Mr.  Miller. 

Mr.  Miller.  Thank  you,  Mr.  Chairman. 

I  am  going  to  ask  a  couple  of  questions  about  sugar,  so  I  hope 
someone  here  can  answer  that.  But  before  I  get  to  my  specific  ques- 
tions, Mr.  Chairman,  I  want  to  thank  you  for  having  these  hear- 
ings. I  think  we  should  have  some  more  of  these  hearings.  What 
we  are  looking  at  today  is  just  the  broad  overview 

Chairman  Kasich.  Would  the  gentleman  yield  just  for  a  second? 
Let  me  tell  you  what  I  am  thinking  about  as  we  go  through  rec- 
onciliation and  everything  else.  I  would  say  to  the  gentleman  from 
Florida,  a  lot  of  this  stuff  is  not  new,  but  nobody  knows  about  it, 
and  no  one  has  ever  cared  about  it. 

Now,  Martin  and  I  just  spent  a  little  time  here  talking  about 
what  they  do  in  Minnesota,  where  they  have  a  commission  made 
up  of  10  or  12  members  whom  these  folks  must  regularly  report  to. 
I  absolutely  believe  that  using  GAO  is  accidental,  not  purposeful. 
And  if  you  went  through  each  one  of  these  programs — we  have  the 
marketing  program  on  the  floor.  Had  we  taken  this  information  to 
the  floor,  and  we  as  a  group  of  Members  were  talking  to  our  au- 
thorizing friends,  we  could  get  change.  But  we  are  not  going  to  get 
any  change  in  some  haphazard  way. 

So  I  would  say  to  the  gentleman  this  is  to  lay  out  the  broad  deal, 
and  then  what  I  hope  to  do  is  to  teach  these  folks  how  to  testify, 
and  then  get  them  to  come  here  and  put  the  sizzle  on  the  plate, 
so  we  can  see  it,  and  we  can  begin  to  really  get  the  change  that 
we  want. 

So  this  is  just  to  lay  the  stage,  and  then  we  are  going  to  get  the 
folks  who  are  looking  at  these  programs  to  come  in  here  with  the 
sizzle  so  that  we  can  begin  to  have  real  change. 

And  I  appreciate  the  gentleman's  interest  in  the  hearing. 

Mr.  Miller.  I  am  delighted — my  time  has  expired.  [Laughter.] 

I  thank  you  for  that,  because  I  think  we  do  need  to  go  over  more 
of  these  reports.  I  enjoy  seeing  the  reports,  and  the  ones  I  get  a 
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chance  to  even  look  at  are  very  informative.  But  you  are  right,  so 
many  of  them  just  get  filed,  and  I  think  it  is  very,  very  worthwhile, 
because  the  problem  of  the  deficit  that  we  are  addressing  is  sys- 
temic. Layer  after  layer  of  programs  get  built  up,  and  it  is  hard  to 
do  anything  about  it.  I  know  on  the  job  training  programs,  it  is  a 
huge  job  to  try  to  consolidate  those  down  to  four  basic  types  of  pro- 
grams and  block-grant  it,  but  that  has  to  be  done. 

So  we  need  the  input  and  support  of  the  GAO,  and  I  really  ap- 
preciate your  reports. 

I  am  going  to  bring  up  sugar  as  a  specific  since  I  have  a  piece 
of  legislation — and  I  just  came  out  of  a  press  conference  and  got 
beat  up  on  GAO,  as  a  matter  of  fact,  on  it — to  show  the  problems 
of  trying  to  reduce  the  size  and  scope  of  the  Federal  Government 
and  how  your  reports  are  very  valuable  in  helping  us  address  this 
type  of  issue. 

With  respect  to  the  sugar  program,  I  have  introduced  legislation 
to  abolish  the  program,  and  this  is  the  year  for  reauthorization, 
and  that  makes  it  a  relevant  issue  this  year. 

There  are  two  parts  to  my  question.  One  is  a  report  that  you  did, 
I  think  in  1993,  that  said  it  cost  $1.4  billion  to  the  American 
consumer.  This  is  not  a  direct  impact  on  the  budget,  actually,  ex- 
actly, but  you  are  saying  the  consumer  cost  is  $1.4  billion.  Then  re- 
cently, you  came  out  with  a  report  or  a  letter  concerning  the  fact 
that  it  really  does  cost  the  Federal  Government.  There  has  been  a 
big  advertising  program  that  sugar  is  no  net  cost — in  fact,  it  gen- 
erates $30  million  to  the  Federal  Government — but  when  you  start 
calculating  the  costs  of  veteran  hospital  food  and  military  food  and 
everjrthing  else,  there  is  a  cost. 

Would  you  comment  briefly,  a  little  justification,  of  the  $1.4  bil- 
lion number,  and  what  cost  to  the  Federal  Government  is  there  of 
the  sugar  program  other  than  the  fact  that  you  have  $30  million 
or  so  of  revenue  coming  in,  but  there  is  a  real  cost  because  we  are 
a  huge  purchaser  of  food. 

Mr.  BOWSHER.  Yes.  Let  me  have  John  Harman,  who  headed  that 
work,  comment. 

Mr.  Miller.  Thank  you. 

Mr.  Harman.  Yes,  Congressman,  the  $1.4  billion  was  based  on 
our  analysis  of  a  number  of  economic  studies  that  had  been  made, 
and  using  some  of  the  methodology  of  those  studies  to  take  a  look 
at  what  would  be  the  market  price  assuming  a  free  market  system. 
We  estimated  that  price  and  then  compared  that  to  the  domestic 
price  that  existed  at  that  time  for  sugar  and  came  up  with  the  $1.4 
billion.  That,  by  the  way,  was  considered  to  be  a  fairly  conservative 
estimate  because  some  of  those  other  studies  went  as  high  as  $3.5 
to  $4  billion  cost  to  the  consumer  of  the  sugar  program. 

I  know  that  there  have  been  many  stories  out  there  about  our 
study  and  how  we  did  it,  and  most  of  the  opponents  to  changing 
the  sugar  program  have  said  we  compared  it  to  the  world  price, 
and  that  is  not  true.  We  adjusted  that  world  price  to  consider 
transportation  cost,  what  would  happen  with  a  free  market,  and 
that  sort  of  thing.  So  that  is  basically  how  we  arrived  at  the  $1.4 
billion. 

Now,  the  other  letter  that  you  referred  to  in  which  I  think  we 
came  up  with  a  $90  million  cost,  that  was  done  at  your  request  and 
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I  believe  six  or  seven  other  requesters  who  wanted  us  to  try  to 
come  up  with  an  estimate.  It  is  not  an  easy  thing  to  do  because 
you  have  to  look  at  what  is  the  Federal  Government  buying,  how 
much  sugar  is  in  that  food.  If  you  really  wanted  to  do  it  right,  we 
would  probably  be  the  next  couple  of  years  trying  to  figure  that 
out. 

What  we  basically  did  was  ask  what  percentage  of  purchases  are 
Federal  purchases  of  total  food  consumption  and  applied  that  to  the 
$1.4  billion  to  come  up  with  the  $90  million.  We  also  acknowledged 
the  $30  million  in  contributions  sugar  makes  to  the  Federal  budget. 

There  is  certainly  some  cost  there.  Now,  the  $90  million  is  not 
precise  by  any  means,  but  there  is  cost  from  Federal  purchases  of 
sugar-containing  products. 

Mr.  Miller.  Well,  I  just  want  to  thank  you  for  your  report  be- 
cause it  is  very  helpful.  This  is  the  type  of  report  that  will  allow 
us  to  go  out  and  say  here  is  a  program  that  no  longer  needs  to 
exist,  here  is  a  GAO  report  that  in  effect  documents  that  and  sup- 
ports that  issue,  so  I  thank  you  very  much  for  the  work  you  have 
done  on  that  issue. 

Thank  you,  Mr.  Chairman. 

Chairman  Kasich.  Is  the  gentleman  going  to  win  his  fight? 

Mr.  Miller.  Are  you  with  me? 

Chairman  Kasich.  Of  course,  I  am  going  to  be  with  you. 

Mr.  Miller.  You  are  one  of  my  cosponsors,  and  I  appreciate  it. 

Chairman  Kasich.  Do  you  think  you  have  any  chance  of  win- 
ning? 

Mr.  Miller.  If  we  get  a  good,  fair  fight  on  the  floor,  yes,  abso- 
lutely. We  have  over  100  cosponsors  of  the  bill  right  now,  and  we 
just  want  to  have  a  good,  fair  fight  on  the  floor 

The  chairman  of  the  Agriculture  Committee  is  a  very  honorable 
gentleman  who  has  promised  us  the  right  to  offer  our  amendment. 
This  is  a  program  that  has  lived  beyond  its  usefulness,  and  I  know 
there  are  some  people  who  are  going  to  argue  with  me  on  that 
issue,  but  obviously,  I  think  if  we  get  a  fair  fight,  we  will  win  it. 

Chairman  Kasich.  I  appreciate  the  gentleman's  comments. 

Ms.  Roybal-Allard. 

Mr.  Sabo.  Would  the  gentleman  yield? 

Chairman  Kasich.  Yes,  I  yield. 

Mr.  Sabo.  I  am  just  curious,  are  we  going  to  have  lots  of  individ- 
ual amendments  on  the  reconciliation  bill? 

Chairman  KASICH.  Well,  we  have  not  figured  out  how  to  get  all 
this  done  yet.  We  have  a  very  interesting  fight  going  on  in  the  Ag- 
riculture Committee  right  now  that  is  pretty  amazing.  Everybody 
is  trying  to  out-radical  the  next  person,  and  I  am  wondering  where 
it  is  all  going  to  come  out. 

The  gentlelady  is  recognized  for  5  minutes. 

Ms.  Roybal-Allard.  Thank  you,  Mr.  Chairman. 

My  question  is  a  followup  to  the  comment  that  Mrs.  Meek  made 
earlier.  Although  we  recognize  the  need  for  reform  and  the  need  to 
have  a  smaller  and  more  effective  government,  I  think  we  need  to 
be  careful  as  to  how  we  go  about  it.  I  believe  you  commented  that 
there  may  be  some  areas  where  we  are  not  doing  as  good  a  job  as 
needed. 
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My  fear  is  that  one  area  where  that  may  be  the  case  is  when  we 
are  looking  at  health  care  reform.  It  is  my  understanding  that  the 
administrative  capabilities  of  States  to  manage  health  care  vary 
from  State  to  State  and  that  some  studies  have  shown  that  some 
States  have  developed  extensive  health  care  delivery  systems, 
while  others  have  only  begun  to  do  so. 

My  concern  is  that  without  some  broad  national  policy  standard 
on  health  care,  given  the  varying  differences  between  States,  the 
health  care  quality  that  will  be  received  by  our  citizens  will  also 
vary  from  State  to  State. 

Could  you  first  comment  as  to  whether  or  not  you  think  that  the 
States  should  be  required  to  maintain  some  standard  level  of 
health  care  services  to  their  residents?  And,  second,  if  the  current 
Medicaid  program  becomes  a  block  grant  to  the  States,  should  the 
States  be  allowed  to  use  that  money  to  supplement  their  general 
funds? 

Mr.  BOWSHER.  First  let  me  say  that  we  are  about  to  issue  a  re- 
port on  the  Medicaid  program  in  Arizona.  This  is  a  very  positive 
report  because  Arizona  has  run  what  appears  to  us  to  be  a  very 
successful  program;  they  have  worried  about  the  quality  and  what 
the  beneficiaries  were  getting.  They  have  spent  a  little  more  money 
on  administrative  costs  than  some  of  the  other  States,  but  it  has 
really  ended  up  costing  the  State  less  for  the  overall  program  be- 
cause they  have  a  quality  program. 

We  will  be  issuing  another  report  soon  on  another  State  that  will 
indicate  greater  problems.  So  your  initial  point,  Congresswoman,  is 
exactly  right.  Capabilities  vary  among  the  States. 

However,  what  standards  should  be  insisted  upon  is  a  judgment 
by  the  Congress,  as  to  what  to  write  in.  I  do  think  there  should 
definitely  be  oversight.  Whatever  is  passed,  I  think  it  is  important 
to  go  out  and  look  and  see  how  well  it  is  working.  If  there  are  prob- 
lems, they  should  be  reported  so  that  people  then  can  start  to  do 
something  about  them. 

On  your  second  question  about  the  use  of  these  funds — Sally,  do 
you  want  to  take  that  one? 

Ms.  Jaggar.  The  use  of  these  funds  for  different  purposes  is 
something  that  is  also  part  of  the  debate,  as  you  know.  An  area  of 
concern  that  we  have  expressed  and  recently  reported  on  is  the  ca- 
pability of  the  current  system,  the  Medicare  system  and  also  the 
Medicaid  system,  to  assure  the  quality  of  care  that  is  provided  to 
people  as  a  result  of  the  services.  Particularly  as  there  is  a  move 
toward  more  managed  care,  away  from  the  fee-for-service  system 
that  is  largely  in  place  now,  many  entities  think  that  there  is  po- 
tential not  only  for  cost  savings,  but  improved  quality  of  care. 
There  is  also  the  flip  side  of  that,  the  possibility  that  there  will  be 
underservice.  The  financial  incentives,  as  it  were,  favor 
underservice  for  beneficiaries  as  opposed  to  giving  people  the 
overservice  and  overtreatments  than  now  may  be  the  case. 

I  think  this  is  going  to  be  an  area  that  is  worked  out  over  time. 
There  are  a  number  of  outcomes  measures  and  report  cards  being 
put  in  place  privately,  in  private  industry,  and  the  Federal  Govern- 
ment is  looking  at  putting  those  in  place  now,  which  would  allow 
beneficiaries  to  know  what  the  quality  of  care  is  and  what  the 
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kinds  of  services  are  that  they  would  receive  from  these  plans,  if 
they  choose  to  enroll  in  them. 

Ms.  Roybal-Allard.  So  depending  upon  what  we  do  here,  there 
is  a  potential  danger  that  citizens  throughout  the  country  will  have 
different  quality  of  health  care  depending  upon  whether  or  not  we 
either  set  standards  or  whether  the  States  are  able  to  individually 
meet  a  certain  quality  of  care — is  that  a  realistic  danger? 

Mr.  BOWSHER.  I  think  that  could  result,  yes. 

Ms.  Roybal-Allard.  OK.  My  second  question  deals  with  the 
ability  of  the  Department  of  Health  and  Human  Services  to  prop- 
erly manage  the  Medicaid  reform 

Mr.  HOBSON  [presiding].  The  gentlelady's  time  has  expired.  We 
are  going  to  go  back  and  forth,  so  if  you  could  suspend  on  your  sec- 
ond question,  we  can  come  back. 

Ms.  Roybal-Allard.  All  right. 

Mr.  HOBSON.  Representative  Franks. 

Mr.  Franks.  I  would  like  to  talk  for  a  moment,  if  I  can,  about 
Federal  fleet  management.  The  chairman  noted  that  there  is  a 
whole  host  of  programs  in  the  Federal  Government  for  which  we 
spend  money  that  people  know  precious  little  about,  and  I  think 
the  fleet  is  a  great  example  of  just  that. 

Mr.  BowSHER.  Yes. 

Mr.  Franks.  As  you  know,  there  are  more  than  400,000  vehicles 
in  the  Federal  fleet;  approximately  one-third  of  those  are  acquired 
through  the  General  Services  Administration,  and  about  two-thirds 
by  individual  agencies.  Recognizing  that  very  significant  commit- 
ment of  tax  dollars  to  support  a  fleet  of  that  size,  the  Congress 
through  COBRA  '85  required  that  certain  cost  accounting  systems 
be  built  in  order  that  we  could  really  understand  how  much  we 
were  spending,  on  what  elements  of  fleet  management,  in  order  to 
make  a  comparison  to  the  private  sector  to  identify  whether  or  not 
there  might  be  some  opportunities  for  the  private  sector  to  help  us 
reduce  our  cost  of  operation  of  the  Federal  fleet. 

Yet  9  years  later,  in  July  1994,  the  0MB  came  forward  and  said 
that  of  all  the  agencies  in  the  Federal  Government,  only  the  IRS 
was  in  compliance  with  COBRA  '85. 

You  folks  in  December  1994  did  a  followup  study  and  found  that 
compliance  was  grossly  lacking — and  I  hope  I  am  not  being  too  in- 
accurate in  that  terminology.  I  am  looking  to  And  out  what  we 
might  do,  other  than  the  efforts  we  have  made  through  COBRA  '85, 
and  how  can  we  get  a  better  handle  on  these  fleet  management 
costs,  and  why  are  agencies  keeping  this  information  so  secretive 
and  not  being  willing  to  present  it  in  a  standardized  format  that 
all  of  us  on  the  committee  could  review  and  understand? 

Mr.  BowSHER.  Yes.  I  think  that  is  a  very  good  illustration  of  why 
I  have  advocated  in  recent  years  the  need  for  an  annual  oversight 
hearing  on  these  major  departments.  There  are  24  departments  in 
the  Federal  Government  that  make  up  98  percent  of  Federal  spend- 
ing. I  think  they  should  be  asked  to  come  to  Congress  before  the 
appropriate  committee  once  a  year  and  tell  where  they  stand  on 
these  various  problems.  If  somebody — 0MB  and/or  GAO — reported 
a  problem  in  this  area,  agencies  ought  to  have  a  plan  to  get  on  top 
of  that,  and  there  should  be  an  annual  report  by  the  head  of  that 
agency  as  to  how  well  they  are  doing. 
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I  think  only  if  you  start  to  do  that  kind  of  systematic  oversight 
are  you  going  to  get  on  top  of  some  of  these  problems. 

Mr.  Franks.  It  is  remarkable  to  me  that  that  would  be  required 
in  order  to  bring  them  into  conformity  with  the  law  itself,  which 
already  contains  a  requirement  that  they  generate  this  data. 

Mr.  BowsHER.  Yes. 

Mr.  Franks.  GSA  tells  me,  on  the  other  hand,  that  they  are  to- 
tally open  to  receiving  private  sector  bids,  but  nobody  is  interested. 
I  am  struck  by  that.  It  makes  one  wonder 

Mr.  BowsHER.  Yes,  it  is  hard  to  believe,  isn't  it? 

Mr.  Franks  [continuing].  Whether  or  not  someone  is  framing  the 
bid  in  such  a  way  as  to  preclude  private  sector  entities  from  coming 
forward  and  demonstrating  how  they  could  save  us  substantial 
money. 

Mr.  BOWSHER.  Yes,  because  most  corporations  do  just  that. 

Let  me  have  Johnny  Finch,  who  heads  up  our  work  in  that  area, 
comment. 

Mr.  Finch.  I  think  you  are  right  on  target,  sir.  One  of  the  rea- 
sons was  that  the  agencies  did  not  have  good  information  on  their 
fleet  management.  Another  was  that  they  did  not  see  a  clear  set 
of  guidance  in  terms  of  what  they  were  supposed  to  do.  So  that 
really,  they  sort  of  viewed  it  as  nobody  being  in  charge. 

Because  of  their  lack  of  good  information — which  is  a  continuing 
theme  that  Chuck  has  made  in  hearing  after  hearing,  about  good 
accounting  systems  and  good  information  systems  in  government 
and  the  lack  of  that  information — they  really  did  not  have  the  in- 
formation with  which  to  make  those  decisions.  Because  of  your 
pressure  and  other  pressure,  GSA  is  now  trying  to  do  something 
about  this,  and  they  have  an  effort  that  they  are  going  to  get  start- 
ed in  early  1996. 

Mr.  Franks.  But  they  still  appear  to  be  behaving  in  such  a  man- 
ner as  to  preclude  meaningful  options  from  the  private  sector  to  be 
reviewed  by  either  themselves  or  0MB;  is  that  a  fair  statement? 

Mr.  Finch.  I  think  that  is  a  fair  statement,  and  it  gets  back  to 
Chuck's  point  about  this  is  a  good  forum,  and  this  is  a  good  oppor- 
tunity for  congressional  oversight  to  try  to  steer  that  and  get  it 
back  on  track. 

Mr.  Franks.  Thank  you,  Mr.  Chairman. 

Mr.  HoBSON.  The  gentleman  yields  back  the  balance  of  his  time. 

Ms.  Roybal-Allard,  I  will  let  you  ask  your  second  question  now. 

Ms.  Roybal-Allard.  Thank  you,  Mr.  Chairman. 

As  I  stated  earlier,  my  question  has  to  do  with  HHS'  ability  to 
properly  manage  Medicaid  reform  with  less  staff.  For  example,  in 
Wisconsin's  welfare  reform  experiment,  a  1995  study  by  Prof.  Law- 
rence Mead  of  Princeton  University  found  that  the  reforms  do  in 
fact  save  money  overall,  but  that  it  requires  more  bureaucracy 
rather  than  less.  And  part  of  the  reason  is  because  it  takes  more 
people,  initially,  to  adequately  manage  the  caseload. 

Do  you  think  that  HHS  will  be  able  to  properly  monitor  the  re- 
form of  Medicaid  with  a  smaller  staff? 

Mr.  BowSHER.  We  have  had  and  continue  to  have  concerns  about 
their  ability,  especially  in  the  Medicare  area  where  the  administra- 
tive staff  and  investments  in  systems  have  been  slashed  over  the 
years.  They  are  at  the  point  where  they  are  basically  pajdng  all  the 
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paperwork  that  is  sent  in  and  not  reviewing  it  properly.  We  think 
that  some  investments  here  could  catch  a  lot  of  the  fraud,  waste, 
and  abuse. 

We  look  at  the  private  sector  and  see  what  they  are  doing  as 
they  get  these  bills,  and  we  have  made  recommendations  that  the 
government  should  be  adopting  some  of  those  ideas.  If  we  go  into 
new  approaches  to  Medicaid  and  Medicare,  it  is  awfully  important 
that  that  administrative  side  be  looked  at  so  that  we  can  get  on 
top  of  what  are  really  large  sums  of  money  being  lost  because  of 
these  kinds  of  problems. 

I  will  ask  Sally,  who  headed  up  this  work,  to  add  anything  that 
she  may  wish. 

Ms.  Jaggar.  We  recently  made  contact  with  a  few  States  to  get 
estimates  from  them  of  what  the  requirements  might  be  and  their 
capability  to  deal  with  several  of  the  different  proposals  for  change 
in  the  Medicaid  program.  We  have  found  in  our  contacts  that,  at 
this  time,  most  States  do  not  feel  that  they  are  well  prepared. 

Of  course,  that  may  be  due  largely  to  the  fact  that  they  do  not 
know  what  the  Medicaid  program  itself  would  look  like  if  changes 
are  made  by  the  Congress  in  the  next  several  months.  But  in  addi- 
tion, they  feel  that  the  changes  are  likely  to  require  a  fairly  sub- 
stantial growth  in  capability  and  a  growth  in  staffing  levels  to 
manage  it. 

Mr.  Bowsher  has  mentioned  several  times  today  the  report  on 
Arizona.  Arizona  found  that  they  have  realized  some  fairly  sub- 
stantial cost  savings  under  their  program,  a  Medicaid  managed 
care  program,  but  they  do  have  an  11-percent  administrative  cost 
rate,  which  is  substantially  higher  than  the  current  administrative 
cost.  Again,  they  are  realizing  fiscal  savings  as  a  result  of  using  the 
administrative  services  that  are  needed  to  run  the  program  effec- 
tively. 

Mr.  Bowsher.  When  these  reports  are  released,  we  will  send  you 
copies;  I  think  you  will  find  them  very  interesting. 

Ms.  Roybal-Allard.  I  appreciate  that.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Mr.  HOBSON.  The  Representative  from  Michigan,  Mr.  Hoekstra. 

Mr.  Hoekstra.  Thank  you,  Mr.  Chairman. 

Thank  you  for  being  here,  Mr.  Bowsher.  You  are  a  wonderful  ad- 
dition to  the  work  that  we  need  to  do  here  in  Washington;  you  get 
us  away  from  the  emotion  so  we  can  just  take  a  look  at  the  facts. 
So  thank  you  very  much. 

I  have  a  couple  of  questions  about  Davis-Bacon. 

Mr.  Bowsher.  Davis-Bacon,  all  right. 

Mr.  Hoekstra.  In  the  1979  report,  and  I  believe  it  was  restated 
again  in  1994,  you  indicated  that  you  had  a  concern  that  perhaps 
Davis-Bacon  wage  rates  were  being  based  on  low-quality  data. 
Could  you  give  me  some  background  on  that? 

Mr.  Bowsher.  Go  ahead.  Bob.  This  is  Robert  Murphy. 

Mr.  Murphy.  Well,  there  were  several  problems  that  we  found 
with  the  Department  of  Labor's  data.  No.  1,  they  were  using  data 
that  was  at  least  7  years  old.  They  did  not  have  contemporary  data 
to  use. 

The  second  big  problem  is  that  the  Department  of  Labor  depends 
on  data  that  is  voluntarily  provided  by  construction  contractors. 
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Most  of  the  construction  contractors  are  small.  We  have  discovered 
in  looking  at  the  data  they  provided  that  it  is  largely  inaccurate, 
and  as  a  result,  the  wage  determinations  that  the  Department  of 
Labor  uses  are  either  too  high  or  too  low  in  most  cases. 

That  has  been  a  problem  with  the  Department  of  Labor  since  the 
Act  was  enacted  in  1931.  Over  the  years  since  1931,  almost  every 
look  at  the  Department  of  Labor  has  shown  that  the  data  that  they 
have  been  using  to  establish  the  prevailing  wages  for  localities  has 
been  inaccurate. 

Mr.  HOEKSTRA.  It  is  also  correct  that  it  is  not  only  contractors 
who  can  provide  data,  but  also  that  organized  labor  can  provide 
data  to  the  Department  of  Labor. 

Mr.  Murphy.  Exactly;  exactly  right. 

Mr.  HoEKSTRA.  OK.  So  the  data  could  be  incorrect,  and  it  could 
be  incomplete.  In  the  determination  of  Davis-Bacon  wages,  is  there 
any  incentive  at  all  for  perhaps  the  people  providing  the  data  to 
provide  fraudulent  data — or  incorrect  data  which  would  lead  to 
higher  wages,  which  we  could  then  interpret  as  fraud? 

Mr.  Murphy.  I  suppose  in  individual  cases,  there  would  be  a  mo- 
tivation, either  on  the  part  of  the  contractor  or  on  the  part  of  the 
worker  organization,  to  do  that;  sure. 

Mr.  HoEKSTRA.  I  think  you  have  also  stated  in  some  of  the  re- 
ports that  the  data  is  not  verified  by  the  Department  of  Labor. 

Mr.  Murphy.  Not  at  all. 

Mr.  HOEKSTRA.  That  it  is  submitted  voluntarily,  and  it  is  not 
verified,  and  that  the  end  result  is  that  Federal  contracts  are  based 
on  these  wages,  so  there  might  be  an  incentive  to  inflate  these  be- 
cause that  is  what  people  are  going  to  get  paid,  whether  they  are 
laborers  or  contractors,  on  projects;  right? 

Mr.  Murphy.  That  is  exactly  right.  The  contractors  will  be  reim- 
bursed by  the  Federal  Government,  or  the  federally  supported  or- 
ganization that  is  doing  the  construction,  at  the  level  that  it  costs 
them  to  hire  the  individuals  to  work  on  the  job. 

One  of  the  reasons  in  1979  that  we  expressed  as  a  basis  for  our 
recommendation  at  the  time  that  Davis-Bacon  be  repealed  was  that 
we  did  not  think  it  was  possible  for  the  Labor  Department  to,  over 
time,  come  up  with  accurate  data  to  make  the  system  work  as  it 
was  originally  intended. 

Mr.  HOEKSTRA.  You  do  not  think  the  Labor  Department  can  de- 
termine the  wages  for  about  200  job  categories  for  every  county  in 
the  country? 

Mr.  Murphy.  We  were  skeptical. 

Mr.  HOEKSTRA.  You  were  skeptical;  OK.  We  have  met  with  them, 
and  we  are  also  somewhat  skeptical. 

Are  you  aware  of  what  is  going  on  in  Oklahoma  right  now,  where 
the  State  is  actively  pursuing  charges  of  fraud  because  of  incorrect 
data — I  believe  Oklahoma  is  the  only  State  which  has  a  Davis- 
Bacon  law  which  requires  them  to  use  Federal  data.  There  are 
many  States  that  have  mini  Davis-Bacon's,  but  that  is  the  process 
that  they  are  going  through.  Based  on  your  work  that  you  have 
done  over  the  last  16  years  taking  a  look  at  Davis-Bacon,  you 
would  not  be  surprised  if  what  is  going  on  in  Oklahoma  is  dupli- 
cated in  other  parts  of  the  country — that  without  judging  intent, 
we  would   consistently  find   incorrect  and   incomplete   data,   and 
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somebody  else  would  have  to  determine  whether  the  intent  was 
fraud? 

Mr.  Murphy.  It  has  been  a  long  time  since  we  have  actually 
looked  at  the  Davis-Bacon  program,  so  I  really  could  not  speculate 
on  that. 

Mr.  HOEKSTRA.  OK.  Your  numbers  are  fairly  good.  We  just  met 
with  them  about  2  months  ago,  and  the  average  report  is  still  7 
years  old.  So  maybe  that  is  a  sign  of  improvement.  They  have  kept 
pace  since  1979,  the  last  time  that  you  looked  at  it. 

Thank  you  very  much.  I  will  yield  back. 

Mr.  HOBSON.  Thank  you. 

Mr.  Sabo. 

Mr.  Sabo.  I  know  you  have  looked  at  Medicare  management  and 
what  we  spend  on  that,  and  that  you  generally  recommend  we 
spend  more  on  that.  I  am  curious  as  to  whether  you  have  studied 
the  whole  question  of  Medicaid  regulation.  As  we  go  through  the 
discussion  of  changing  Medicaid,  clearly  one  of  the  larger  costs  of 
Medicaid  is  long-term  care. 

Mr.  BOWSHER.  Right. 

Mr.  Sabo.  And  clearly,  a  significant  part  of  long-term  care  costs 
is  meeting  State  and  Federal  regulations  as  they  relate  to  quality 
of  care.  And  those  regulations  have  not  appeared  by  whim.  They 
have  come  about  because  of  problems  and  are,  I  expect,  complicated 
by  regulation  on  top  of  regulation,  all  for  good  purpose. 

I  suppose  one  of  the  pluses  of  having  been  in  this  business  for 
a  while  is  you  understand  why  it  appeared.  My  early  start  in  poli- 
tics involved  a  political  opponent  who  ran  a  nursing  home  and, 
through  a  variety  of  methods,  avoided  virtually  all  regulation.  It 
was  a  terrible  place  for  people  to  be.  Much  of  the  initial  push  for 
Federal  regulation  of  nursing  homes  came  from  a  person  out  of  my 
old  State  legislative  district.  Daphne  Krause,  who  headed  the  Min- 
neapolis Aging  Opportunities  Center.  This  center  was  formed  in  re- 
sponse to  some  really  atrocious  conditions.  States  clearly  had  the 
capacity  to  do  regulating,  and  they  were  not  doing  it,  for  whatever 
reasons. 

On  the  other  hand,  as  I  go  through  nursing  homes  today,  I  find 
that  most  of  the  more  expensive  staffers,  namely  nurses,  spend 
most  of  their  time  doing  paperwork  and  not  patient  care.  That  is 
how  they  have  responded  to  a  variety  of  regulations  that  have  oc- 
curred over  the  years. 

How  do  we  go  about  evolving  a  system  where  we  can  have  nurses 
spending  greater  time  doing  medical  care,  but  do  not  revert  to  the 
atrocious  situations  that  existed  30  years  ago  and  20  years  ago? 
And  frankly,  I  think  historically,  there  has  been  some  difference  in 
States  that  have  many  profit-run  nursing  homes.  My  State  has  lots 
of  nonprofits  who  run  nursing  homes,  but  there  are  also  significant 
profit-run  nursing  homes  and  they  have  somewhat  different  moti- 
vation. 

We  are  about  to  make  massive  changes  in  this  program,  and  I 
have  not  heard  any  internal  discussion  about  how  we  evolve  those 
kinds  of  systems.  We  have  this  great  theory  that  if  we  simply  let 
the  States  do  it  that  nothing  bad  will  happen.  Well,  the  Federal 
role  came  about  because  those  of  us  in  State  government  were  not 
fulfilling  our  obligations  20  and  30  years  ago. 
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Do  you  have  any  suggestions  for  us  as  to  how  we  do  that? 

Mr.  BowsHER.  Well,  I  have  one  observation  and  that  is  that  I 
think  the  history  is  absolutely  right.  There  were  many  areas  where 
Federal  regulation  and  oversight  came  in  because  things  were  in 
bad  shape.  I  remember  that  years  back,  there  were  a  lot  of  prob- 
lems in  nursing  homes.  Much  of  this  has  been  improved. 

Mr.  Sabo.  But  lots  of  the  improvement  was  driven  by  Federal 
regulation. 

Mr.  BowsHER.  Yes.  Still  every  once  in  a  while  you  have  to  go 
back  and  look  at  what  you  have  created  to  see  what  may  no  longer 
be  needed.  Every  organization  has  to  do  that  from  time  to  time, 
and  I  think  the  government  has  to  do  it  on  their  programs,  too. 

For  example,  a  year  or  two  ago,  we  did  a  report  on  OSHA,  and 
we  found  that  both  the  labor  unions  and  the  management  felt  that 
some  of  the  regulations  that  had  been  put  in  by  the  Federal  Gov- 
ernment were  badly  needed  10,  20,  30  years  ago — ^but  now,  it  had 
accumulated  too  much.  I  was  impressed  at  how  much  agreement 
there  was  on  this  between  the  unions  and  the  bosses.  So  our  report 
highlighted  some  of  the  areas  that  needed  to  be  looked  at. 

I  think  in  all  of  the  areas,  you  have  to  do  that  periodically. 

Mr.  Sabo.  I  do  not  disagree  with  that,  but  my  concern  is  that  we 
are  going  to  substantially  revamp  the  running  of  the  program,  with 
no  real  serious  hearings  or  discussion  about  how  we  redo  that  regu- 
latory process.  Some  would  suggest  we  abolish  it  in  total;  that 
makes  me  very  apprehensive. 

Mr.  BowSHER.  Let  me  ask  Sally  Jaggar  if  she  would  like  to  com- 
ment. She  heads  up  our  work  in  the  Medicaid  area. 

Ms.  Jaggar.  There  are  two  issues  that  I  would  point  out.  One 
is  that  in  reducing  regulation,  we  want  to  make  sure  that  we  do 
not  take  the  lid  off  the  controls  that  constrain  fraud  and  abuse. 

Mr.  Sabo.  Well,  the  fraud  and  abuse  is  one  issue,  but  the  prob- 
lems I  am  concerned  with  are  not  focused  on  the  fraud  and  abuse — 
that  is  an  ongoing  problem — but  they  go  to  quality  of  care. 

Ms.  Jaggar.  The  thing  that  we  see  that  is  most  promising  is  a 
move  throughout  the  entire  health  industry  to  go  toward  report 
cards  and  public  presentation  on  the  performance  of  various 
health-providing  institutions.  And  again,  the  managed  care 

Mr.  Sabo.  But  that  is  primarily  acute  care;  I  am  talking  about 
long-term  care. 

Ms.  Jaggar.  No,  sir.  I  do  believe  that  it  is  occurring  in  a  whole 
variety  of  areas,  and  it  has  the  potential  to  do  that. 

Mr.  Sabo.  OK. 

Ms.  Jaggar.  There  is  an  organization  called  the  National  Com- 
mission on  Quality  Assurance,  which  has  taken  the  lead  in  the 
health  maintenance  organization  area.  The  data  that  they  provide, 
or  that  they  provide  to  the  plans,  enables  a  beneficiary  or  an  en- 
roUee  to  select  among  plans.  What  it  is  doing  is  setting  in  place  the 
expectation  throughout  the  health  industry  that  providers  will  pub- 
licize the  results  and  the  outcomes  of  the  care  that  they  are  giving, 
and  that  will  enable  beneficiaries  to  make  choices.  That  is  the  area 
that  we  think  holds  the  most  promise  in  quality  now. 

Mr.  Sabo.  Thank  you. 

Mr.  Hobson.  Mr.  Bass. 

Mr.  Bass.  Thank  you,  Mr.  Chairman. 
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Thank  you,  Mr.  Bowsher,  for  appearing  here  today.  I  have  a  very 
brief  question. 

A  lot  of  what  GAO  does  is  programmatic  reports,  programmatic 
recommendations,  and  it  seems  to  me  that  these  are  really  notes, 
if  you  will,  to  an  overall  picture,  which  is  the  fact  that  we  really 
do  not  have,  for  this  country  or  for  this  government,  an  annual  re- 
port or  a  balance  sheet  or  an  honest  analysis  of  what  our  assets 
and  our  liabilities  are. 

I  am  just  wondering  what  the  status  is  of  this  process  and  this 
effort  to  establish  a  real,  overall  picture  that  indicates  where  we 
are  and  what  we  have  to  work  with.  If  the  Department  of  Defense 
is  missing  $25  billion — that  is  a  note — and  I  mean  an  honest  asset 
sheet.  We  do  not  count,  for  example,  the  education  of  each  person 
in  this  country  as  an  asset.  I  am  talking  about  hard  assets,  liabil- 
ities, and  then  from  that,  GAO  develops  all  of  these  other  pro- 
grammatic recommendations  as  notes  to  the  overall  picture. 

I  have  trouble  in  hearings  such  as  this  understanding  what  the 
overall  picture  is.  Can  you  address  that,  please? 

Mr.  Bowsher.  Yes,  I  surely  can.  One  of  the  things  that  I  have 
been  an  advocate  of  for  many,  many  years  is  the  need  for  that  an- 
nual report  and  the  annual  audits  of  the  Federal  Government,  be- 
cause we  require  it  of  the  private  sector,  and  we  required  it  of  the 
State  and  local  governments  after  the  New  York  City  fiscal  crisis 
of  1975. 

I  am  pleased  that  now  there  is  legislation  on  the  books  that  re- 
quires that  the  24  largest  agencies  have  audited  annual  financial 
reports  as  of  1996,  and  in  1997,  the  government  has  to  issue  a  con- 
solidated report  of  the  whole  government.  GAO  is  going  to  audit 
that. 

So  I  think  we  finally  have  the  legislative  basis  for  doing  what  is 
long  overdue.  The  one  big  area  that  I  worry  about  is  whether  one 
or  two  major  departments  might  have  trouble  complying,  and  De- 
fense is  on  the  top  of  my  list.  We  are  working  with  each  of  these 
agencies,  and  we  are  getting  a  lot  more  cooperation  now  than  I 
have  ever  seen  before.  So  I  am  cautiously  optimistic  that  we  are 
going  to  be  able  to  do  it. 

Mr.  Bass.  Thank  you,  Mr.  Chairman. 

Mr.  HOBSON.  Mr.  Smith. 

Mr.  Smith  of  Michigan.  Thank  you,  Mr.  Chairman. 

You  are  as  old  as  Mr.  Sabo? 

Mr.  Bowsher.  Yes,  I  think  I  am. 

[Laughter.] 

Mr.  Smith  of  Michigan.  Strike  that  from  the  record. 

Just  a  general  problem  that  I  have — Ludwig  von  Mises  wrote  in 
the  1940's  of  the  problem  of  bureaucrats  setting  the  cost  of  govern- 
ment doing  business.  William  Niskanen  wrote  in  his  book  in  the 
1970's  about  the  same  problem.  The  only  way  that  Congress  is  able 
to  guess  how  much  something  is  going  to  cost  is  by  asking  the  bu- 
reaucrats what  it  is  going  to  cost.  Because  of  the  tendency  of  bu- 
reaucrats to  set  their  costs  of  doing  business  perhaps  higher  than 
the  private  sector  would,  it  seems  like  we  are  in  somewhat  of  a  dif- 
ficult situation.  Have  you  found  that  to  be  a  problem,  and  how  do 
you  accommodate  the  evaluation  of  productivity? 
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Mr.  BowSHER.  When  we  go  in  and  do  an  audit,  I  think  we  have 
the  talent  to  go  in  and  do  it,  much  as  we  would  in  the  private  sec- 
tor. I  am  from  the  private  sector,  myself.  We  know  how  to  do  it, 
and  we  can  try  to  sort  it  out. 

Now,  we  cannot  do  every  program  every  year.  In  other  words,  we 
can  only  do  so  many  of  these  reviews;  we  do  about  1,000  per  year. 
But  if  there  is  any  particular  program,  and  a  congressional  commit- 
tee requests  us  to  do  that  work,  we  would  be  happy  to  do  it.  We 
self-initiate,  too,  if  we  think  there  is  a  particular  problem. 

Mr.  Smith  of  Michigan.  I  am  told  that  we  average  close  to 
300,000  checks  a  day  out  of  something  like  13,000  different  loca- 
tions where  the  Federal  Government  is  paying  out  bills  or  elec- 
tronically transferring.  Is  that  correct?  In  looking  at  what  would 
happen  if  there  is  a  cash-flow  problem  this  fall,  we  tried  to  talk  to 
Treasury  about  how  it  might  be  managed  and  how  we  could 
prioritize  our  expenditures.  They  seemed  to  think  that  because  of 
this  overwhelming  problem,  they  do  not  know  if  it  could  be  done. 

Mr.  BowsHER.  Well,  I  would  have  to  look  into  that  particular  sit- 
uation. 

Mr.  Smith  of  Michigan.  It  would  seem  so — but  could  that  be 
right,  that  13,000  different  locations  are  writing  over  300,000 
checks  in  Federal  pajrments  on  average  per  day? 

Mr.  Bowsher.  It  sounds  high,  but  a  large  number  of  places  write 
those  checks,  there  is  no  question.  When  I  served  as  Assistant  Sec- 
retary of  the  Navy  and  Comptroller  of  the  Navy  30  years  ago,  I  was 
dumbfounded  to  find  out  how  many  locations  were  just  in  the  Navy 
and  in  the  Department  of  Defense.  And  they  have  tried  to  do  some 
consolidation,  and  they  have  done  a  very  poor  job  of  it. 

I  was  just  out  in  Columbus,  OH,  on  Monday  this  week — the 
chairman's  territory — and  you  would  be  appalled  at  the  process  to 
pay  a  bill  to  the  industry.  There  were  industry  representatives  at 
this  meeting,  too,  and  at  the  end  of  the  tour,  one  of  them  said  to 
me,  "It  is  amazing  we  get  paid  at  all."  That  is  really  a  bad  situa- 
tion. It  just  should  not  be  that  complicated. 

Mr.  Smith  of  Michigan.  Of  course,  I  suppose  many  have  gotten 
paid  twice,  or  have  gotten  overpaid. 

Mr.  Bowsher.  Many  of  them  are  being  overpaid  right  now, 
which  shows  how  big  a  breakdown  there  has  been  in  the  system 
in  this  area. 

Mr.  Smith  of  Michigan.  Well,  the  question  was  if  the  debt  ceil- 
ing is  not  increased,  and  if  there  is  a  cash-flow  problem,  could  it 
be  managed.  The  Treasury's  response  was  that  bills  would  be  paid 
first  in,  first  out — that  anything  else  would  be  extremely  difficult, 
and  that  is  why  we  have  introduced  some  legislation  to  give  them 
priority. 

I  appreciated  your  opening  comments  on  Amtrak.  We  wrote  you 
a  letter,  signed  by  myself  and  several  other  people,  including  the 
chairman  of  this  committee,  requesting  that  you  look  at  new  starts 
for  subways  and  other  fixed  rail  guidance  systems.  I  hope  you  will 
come  up  with  that  response  before  we  start  developing  a  new  budg- 
et. 

Again,  you  mentioned  Amtrak.  Do  you  have  any  suggested  solu- 
tions? Has  GAO  any  suggested  solutions? 
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Mr.  BowSHER.  We  have  done  an  awful  lot  of  work  on  Amtrak. 
Why  don't  we  send  you  the  reports  we  have  done  in  the  past,  and 
I  will  have  somebody  come  over  who  has  worked  in  that  area  and 
explain  to  you  exactly  how  much — and  I  think  we  have  laid  out 
some  of  the  options,  too. 

Mr.  Smith  of  Michigan.  Thank  you. 

Thank  you  very  much,  Mr.  Chairman. 

Mr.  HOBSON.  There  is  a  vote  on,  and  I  had  a  couple  of  questions 
I  wanted  to  ask.  Mr.  Allard  has  some  questions,  but  he  is  not  here, 
and  I  hope  he  can  submit  those  to  you  for  your  response  in  writing. 

Mr.  BowSHER.  Surely;  we  would  be  pleased  to. 

Mr.  HoBSON.  I  am  not  going  to  ask  you  to  answer  this  question 
now,  but  in  your  testimony,  you  mentioned  President  Clinton's  vac- 
cines for  children  program.  Although  I  believe  the  authors  of  that 
program  had  good  intentions,  their  program  actually  denies  vac- 
cines to  underinsured  children  in  66  of  Ohio's  88  counties,  because 
we  do  not  have  any  of  those  federally  certified  health  clinics  in 
those  counties.  It  took  a  lot  of  money  out  of  the  317  program. 

I  would  like  you — and  you  do  not  have  to  do  this  now — to  elabo- 
rate on  deficiencies  you  have  found  in  that  program  and  any  re- 
sponse you  have  had  from  Secretary  Shalala,  because  I  have  had 
her  up  here,  and  she  acted  like  they  do  not  know  of  anything  that 
is  wrong  in  that. 

We  tried  to  change  the  language,  and  if  it  had  not  been  for  Sen- 
ator Bumpers,  who  put  $50  million  back  into  the  317  program,  we 
would  have  had  a  problem.  So  I  would  like  you  to  elaborate  on  that 
at  some  point. 

I  would  also  ask,  based  on  your  reviews  of  Medicare,  do  you  have 
an  estimate  of  the  amount  of  Medicare  spending  lost  to  waste, 
fraud,  and  abuse? 

Mr.  BowSHER.  We  did  a  study  at  the  request  of  Congress  a  cou- 
ple of  years  ago,  of  what  everybody  else  was  estimating,  and  we 
thought  the  range  came  in  at  somewhere  around  10  percent;  we 
think  that  that  is  probably  in  the  ballpark — and  it  is  10  percent  of 
a  very  large  number,  so  therefore,  it  is  far  too  high. 

Mr.  HOBSON.  At  some  point,  I  would  like  you  to  focus  on  a  bill, 
H.R.  1766,  and  if  you  have  any  ideas  about  how  it  might  work — 
it  is  my  bill — it  includes  a  computer  network  that  begins  to  focus 
on  getting  that  information,  and  it  also  helps  in  some  of  the  out- 
comes things  that  we  are  interested  in,  in  getting  information 
across  the  country  into  more  like  a  Federal  Reserve  System  as  op- 
posed to  Social  Security,  which  is  totally  centralized,  using  the  pri- 
vate sector,  getting  hospitals  and  other  providers  to  provide  infor- 
mation, both  financial  and  otherwise,  so  that  we  can  begin  to  get 
some  tracking  of  what  is  happening  out  there,  because  I  think  it 
is  sorely  lacking. 

Mr.  BowsHER.  We  would  be  happy  to  look  at  that. 

Mr.  HOBSON.  I  have  only  a  few  minutes  left  in  the  vote.  If  there 
are  no  further  questions — I  see  no  one  else  here — thank  you  very 
much  for  coming.  It  has  been  very  enlightening  to  all  of  us. 

Mr.  BowsHER.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  HOBSON.  The  committee  is  adjourned. 
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[Whereupon,  at  12:27  p.m.,  the  committee  was  adjourned.] 
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